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2 THE BANKER 


A Banker’s Diary 


THE Japanese action in Tientsin raises yet another threat 
to the delicate poise of the world political situation. 
While Japan has made no secret of her 

eer desire to see the eventual disappearance 
Ching f European interests in China, nothing 
had previously occurred to raise so 

directly the question of what action this country is 
prepared to take in defence of its Far Eastern interests. 
That issue has now been forced in the crudest possible 
fashion. In theory the dispute centres round four 
alleged Chinese offenders who had sought refuge in the 
British Concession, but the Japanese refusal of arbitra- 
tion, and indeed explicit statements made in Tokio, 
indicate that the real motive is to obtain complete 
control over currency in the area by ousting the British 
trading and financial interests. Throughout the period 
of the “special undeclared war” another undeclared 
war has been in progress on the currency front. Japan 
has made desperate efforts to establish currencies 
subsidiary to the yen both in North and Central China, 
with the main object of establishing a firm hold over 
the trade of the region, but also with the idea of raiding 
the currency reserves of the Chinese Government by 
exchanging Japanese notes for Chinese dollars and 
converting the latter into foreign exchange. The very 
limited success of these manoeuvres has been due chiefly 
to the unwillingness of the local population to accept 
the new paper currency but they have undoubtedly 
been handicapped also by the support given to the 
Chinese currency by the establishment of the £10,000,000 
stabilization fund, of which British banks provided half. 


UntTiL early in June the Chinese national currency was 
successfully pegged at 8d.-83d., but the stabilization 
fund then abruptly withdrew its support 

Slump and allowed the currency to find its own 
Chinese level. The rate rapidly slumped to 63d., at 
Dollar which point the fund returned to the 


market. This decision can be explained 
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quite satisfactorily by the heavy drain on the fund’s 
resources due to the increasingly adverse balance of 
payments—Shanghai alone had an import surplus of 
£7,250,000 in the first four months of the year, against 
£1,250,000 in the corresponding period of 1938. At the 
same time it may not have been unconnected with a 
fresh Japanese currency manceuvre in the establishment 
of the Hsu-Hsiang bank and the decision to face 
realities to some extent by reducing the nominal 
exchange value of the paper currency from Is. 2d. (the 
theoretical value of the yen) to equality with the Chinese 
dollar at its former parity of about 8d. In turn, Japan’s 
blockade of Tientsin followed very promptly on the 
depreciation of the Chinese dollar. It may be noted that 
from the Japanese point of view Tientsin was well 
chosen for a test of strength in the economic sphere, since 
the system of export licences strengthened the Japanese 
control of exchange very considerably. This system has 
not been imposed, for example, in Shanghai, but it is 
evident that if Japan were successful in Tientsin 
similar methods would be applied throughout China. 
Indeed, when it was seen that Japan was meeting no 
effective resistance in Tientsin this led to a rush for 
foreign exchange in Shanghai which was only countered 
by the reinstitution of the “ wei-wah” system. 

Even if questions of prestige be ruled out entirely, 
therefore (and a generation ago there could have been 
only one reply to the Japanese attacks on British 
citizens), nothing less is at stake than the whole of our 
interests in China, strategic as well as economic. British 
capital in that country is usually estimated at £250 
millions, though such figures have little precise meaning. 
Discussions are known to have taken place on the 
possibility of countering the Japanese move by economic 
sanctions of some kind. Concerted action by the whole 
British Empire would undoubtedly be effective, but would 
impose heavy sacrifices on India, which sells Japan large 
quantities of cotton, and Australia, which before the war 
in China found Japan an extremely important customer 
for wool. The United States, which takes over one-fifth 
of Japan’s exports and supplies one-third of her imports, 
could undoubtedly bring very effective pressure to bear, 
but the overwhelming importance of British interests in 
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China might deter America from embarking on action 
which could be construed as pulling British chestnuts 
out of the fire, though America’s general interests in the 
Pacific are at least as great as our own. To discuss 
economic sanctions as a mere substitute for military or 
naval action is perhaps not altogether realistic, for 
economic action could only be effective if backed up by 
forcee—an embargo on American oil exports, for 
instance, would almost certainly provoke a Japanese 
attack on the Dutch East Indies. Thus the possibility 
of actual hostilities has to be reckoned with in deciding 
on any course of action, which means that the grave 
danger must be taken into account that a conflict in 
the Far East might finally upset the precarious balance 
in Europe. 


PREPARATIONS for the turn of the half-year have caused 
the discount market very little preoccupation this month. 
For some weeks past the short-money 

Pe | , Position has been exceptionally easy, loans 
Position 2ainst bonds being quite commonly 
obtainable at 4 per cent., while bill money 

from non-clearing bank sources has been offered at no 
more than % per cent. Over and above this actual 
abundance of credit the market has been firmly 
convinced of a comfortable half-year end, partly because 
the incidence of Treasury bill payments and maturities 
will once again allow the market to transfer to the 
Treasury the task of expanding the credit base over the 
turn of the month, but also because of a growing belief 
that the authorities, in contrast with their policy last 
December, are now concerned to prevent unduly 
stringent credit positions. Until quite late in the month, 
therefore, it was not expected that there would be any 
special borrowing at the Bank of England, while at the 
same time there was very little precautionary fixing of 
money into July. It is not altogether easy to account for 
the abnormal ease of short-term credit, for, as will be 
seen from the following table, bankers’ deposits at the 
best have not risen significantly above the £100 millions 
mark. Even the sharp fall in bankers’ deposits to 
£82.4 millions on May 31 scarcely affected the market, 
since the clearing banks seem on this occasion to have 
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ignored the temporary depletion of their cash reserve 
and were actually buyers of bills on the days when the 
cash position must have been most strained. 

ANALYSIS OF BANK RETURN 


Total 
Note Securities 
Circu- Re- (£ Total Public Bankers’ 
lation serve millions) Deposits Deposits Deposits 
May 24 494°6 32:2 142°8 157*2  -25°5 95°3 


» 31 499°8 26:9 148°7 157°S = 383 82:4 

june 7 498° 4 28-5 144°6 I55°I 18-4 100-6 

14 495°0 31°8 144°8 158°8 22°I 100°3 
In contrast with the exceptionally low rates for money, 
discount rates have experienced the usual seasonal 
; firmness. The lowest average rate of 
—, allotment for Treasury bills at the weekly 
Firm tender was 13s. 1.65d. at the beginning 
of the month, while a fortnight later the 
rate rose sharply to 16s. 7.81d., partly as a result of the 
political fears aroused by the disturbing developments 
in Tientsin. As usual before the turn of the half-year 
the banks have been only limited buyers, though a small 
outlet persisted until quite late in the month at a buying 
rate of # per cent. for Septembers. Encouraged by the 
ease of money, however, the market syndicate has so 
fixed its tender rate as to secure generous allotments, 
ranging from 74 per cent. to 60 per cent. of its 
applications, which are understood to be of the order 
of £30 millions a month. Since allotments in the early 
part of March were comparatively low, the market in 
recent weeks has thus had to finance a considerable 
increase in its portfolio. Provided the general 
expectations of an easy half-year end are fulfilled, this 
policy should prove highly profitable once the demand 
for bills returns to its normal scale at the beginning of 

July. 


AT the same time, it is not expected that the 
banks’ buying rates will be reduced below 3% per 
p . cent. in the near future, largely on 
ances account of the rapidly rising trend of the 
in Treasury tender Treasury bill issue. At £481 
Bills millions on June 24, however, this was 
still more than £100 millions lower than at 

C2 
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the corresponding date in 1938, though earlier in 
the month the aggregate floating debt touched a 
new high level of £1,046 millions. The unfavourable 
result of the Australian loan, of which 80 per cent. was 
left with the underwriters, disposed of previous expec- 
tations of an early defence loan. This demonstration of 
the gilt-edged market’s inability to provide any 
substantial amounts of new money even in a favourable 
political atmosphere strengthens the belief that any 
large funding issue is now likely to be postponed until 
the autumn. By that time the creation of additional 
savings by the expansion in the Treasury bill issue may 
be expected, in the absence of political complications, to 
have strengthened the market undertone. Actually prices 
this month bore up very well under the double shock 
of the Australian result and the international tension 
in China. 





STERLING also was very little affected by this blow to the 
previous political optimism. Although a previous 


No improvement against dollars to 4.683 was 
Pressure _lost, the rate quickly became self-support- 
on ing again at slightly above the former 


Sterling pegged level of 4.684. For this resistance, 
the policy of the Exchange Account in pegging the rate 
so firmly for several weeks deserves a great deal of the 
credit, for the confidence that the same rate would be 
maintained at least in the early period of any renewed 
pressure helped to deter nervous owners of sterling 
balances from precautionary purchases of dollars. Some 
of the Continental currencies, on the contrary, have at 
times suffered acute spasms of weakness. Thus the 
belga, which for some weeks had been ruling above gold 
import point, suddenly weakened 12 points to 27.61 on 
the publication of the report of the Finance Committee 
of the Chamber of Deputies. This stressed the mounting 
expenditure on rearmament and the difficulties of raising 
the large sums required either on the domestic capital 
market or by means of a foreign loan. The implication 
that a sharp increase in taxation might have to be 
reckoned with led to a momentary flight of capital, but 
the rate rapidly settled down again at somewhat higher 
levels than before. Guilders also were depressed at one 
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time, partly by the liquidation by the French authorities 
of the proceeds of Dutch subscriptions to the recent 
French loans, partly on account of the differences within 
the Dutch Cabinet. In Holland as well as Belgium the 
question of rearmament finance is a subject of keen 
controversy. The Catholic party, pointing to the high 
level of unemployment, is pressing for an inflationary 
method of finance, whereas Dr. Colijn is in favour of an 
orthodox programme of taxation moderated by some 
borrowing. There is thus some possibility that a Cabinet 
crisis may occur in the near future if the Catholic party 
should decide to leave the coalition, for Dr. Colijn’s party 
cannot itself command a majority. 


THE expansion in bank advances, which had been in 
progress since November last, was checked during May. 
The clearing bank returns for the month 

Further show a slight decline of £4.5 millions in this 
Bank item to £988 millions, though, as will be 
Investments Seen from the table below, this now 


represents an increase of £7.0 millions on 


the year. 
MONTHLY CLEARING BANK RETURNS 
£ millions 

May, Change on Change on 

1939 Month Year 
Deposits . . wa re -- 2,116°8 + 12-0 — 95°9 
Advances ‘i - - 988-0 — 4°5 + 7:0 
Investments... ni _ 604°5 — 6:0 — 26°1 
Discounts es = - 200°7 + 16°3 — 78-9 
Call Money as - ‘“ 143°5 — 1:8 — 2:6 
Cash oe ws ‘in we 236°1 + 71 + 5:0 
; % % % 
Cash Ratio - a es 10‘'90 + 0:27. + 0-68 


Far from offsetting the contraction in advances by an 
increase in the securities portfolio, the banks actually 
allowed their investments to decline by a further £6.0 
millions to £604.5 millions. This is the eighth contraction 
in succession and makes a total decline since September 
last of £41 millions. The further reduction in May is 
the more striking if one recalls the buoyant conditions 
in the market during that month, since at first sight there 
is no reason why the banks, more than other large 
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holders of gilt-edged, should be so anxious to take 
advantage of the first favourable opportunity to reduce 
their holdings. The only obvious factor which might 
influence exclusively the banks is the continued dearth 
of liquid assets. Notwithstanding a further rise of 
£16.3 millions in discounts, this item still shows a decline 
of £78.9 millions on the year; while the combined ratio 
of liquid assets is still no higher than 27.4 per cent., or 
substantially below the conventional minimum of 30 per 
cent. While the banks’ evident desire to reduce their 
investments is no doubt due largely to the high level 
of this item relatively to their cwn resources—which 
means that any pronounced deterioration in gilt-edged 
prices might encroach sharply upon reserves—the recent 
banking figures at least suggest that their attitude may 
become more friendly to gilt-edged once the supply of 
bills has been restored to a normal level. 


THE overseas trade returns for May make a somewhat 
mixed impression. Their outstandingly good feature 
is the jump of £4.1 millions as compared 
Import With May, 1938, in exports of United 
Surplus Kingdom goods. This is particularly 
Rising welcome at a time when the rapid decrease 
Again’ in unemployment has been giving rise to 
fears of an increase in costs which might 

impose a handicap upon the export industries. 


OVERSEAS TRADE 


£ millions 

Change on : 
MAY 1939 1938 1937 
Imports .. a me i 78°5 +3°1 —4°7 
Exports, U.K. goods .. ‘a 42°3 +41 —0°5 
Exports, total .. wis és 47°3 + 2:0 —2:8 
Import surplus .. ‘“ - 31°2 + II —I1°'9 

Change on : 
JANUARY—MAY 1939 1938 1937 
Imports .. - “s ws 366-2 — 27°3 — 29°0 
Exports, U.K. goods .. ‘a 196°5 + 0-2 — 10°4 
Exports, total .. es ee 220°3 — 3°9 — 20:0 
Import surplus .. e - 145°9 — 23°4 — 19:0 
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On the other hand, imports—which were already run- 
ning at a high level—show an almost equivalent 
increase, while re-exports are somewhat lower. For the 
first time since last July, therefore, the import surplus for 
the month is higher as compared with that twelve 
months earlier. Taking the first five months as a whole, 
the adverse balance is admittedly still £23.4 millions 
lower than for the corresponding period of 1938. But 
the latest returns suggest that, notwithstanding the 
revival in exports, we have already experienced the full 
benefit of any improvement in our external position 
which the year is likely to bring. It would therefore 
seem that Mr. Stanley was not altogether on sure ground 
in adducing the absence of any signs of strain on our 
balance of trade in support of his contention that the 
recent recovery in industry has not been a wholly 
artificial one due solely to the continued increase in arms 
expenditure. 


Budgeting for Bottle-Necks 
By ‘Economist ”’ 


HE economic effects of defence expenditure of the 
order of £600 millions were first discussed by the 
present writer in an article published in 

THE BANKER of December last. At that time the general 
expectation was of arms spending this year of not much 
over £500 millions. In fact, the higher figure has 
already been exceeded. Thus discussion in recent 
months has begun to take account of the considerations 
raised by my original article. This discussion, how- 
ever, has been based almost exclusively on global con- 
cepts. The increase in Government loan expenditure 
has been contrasted with existing unemployment. On 
the basis of—quite plausible—assumptions about the 
future course of private investment and the multiplier 
effect, auguries have been consulted to decide whether 
the extent of borrowing proposed by the Chancellor is 
inflationary or not. It was implicitly assumed that the 
answer to this question would ipso facto decide what 
policy is desirable. An attempt will here be made to 
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show that this method of approach, if not irrelevant, is 
far from being exhaustive; that budgetary, and a fortion 
economic, policy cannot be decided solely by such 
criteria and that answers obtained from this line of 
inquiry are apt to be misleading. 

Before continuing the discussion, it will be well to 
place before the reader the relevant figures, which show 
the rapid increase in defence expenditure and also its 
distribution between various purposes. 


TABLE I 
ENGLISH BUDGET 
£ millions 
Expenditure Borrowing*— National 
Revenue Total Defence orsurplus+ Income 
1932-3 -. 767°7 758-3 10370 + 13°98 3,844 
1933-4 -- 750° 707°88 107*9 ++ «(42°28 3,950 
1934-5 -- 742°9 723°0 I14°0 + 19°9 4,200 
1935-0 .. 779°7 763°3 137°1 + 15°4 4,530 
1930-7 .. 824-7 817-2 186-0 + 7°53 4,850 
1937-8 .. 872°5 898-1 262-2 — 25:6 5,200( ?) 
1938-9 .- 927°3 1054°9 382-4 — 127°5 5,000( ?) 
1939-40 .. 942°6 13127-0 630-0 — 380*-o 5,500( ? ?) 


1 Excluding certain accrued charges. 

2 Excluding “ Raid” on Road Fund. 

* From 1932-3 omwards including the Road Fund and 
‘‘ defence borrowing.’”’ Excluding sinking fund. 

* Excluding 3-3 million token payment. 

5 Excluding 29-0 million payment to U.S. 

* Estimates. 

7 Assuming that interest and management of National Debt will 
only take £220 millions, leaving {10 millions for ‘“ sinking fund.” 


TABLE II* 

£ millions 
1934 1935 1936 1937 1938 1939 Increase 
-5 -6 -7 -8 -9 -40 this year 


Aircraft, guns, ammunition, 

vehicles, all engineering 

supplies and metal goods* 11-9 20°4 43°8 76°7 109°5 188+4t 78:9 
Ships and naval* engineer- 





ing dockyard is -- 20:2 25°8 34°6 45°7 62:9 82-of 20:0 
Land; buildings; construc- 
tion and maintenance .. 5°7 9°4 I6°1 43°8 44:2 87:°2t 43:0 
A.R.P. ia ad .-_ — — — 9°4 42°5f 33°! 
Supplementary or ee 50( ?) 50( ?) 
Totals .. oa -. 37°8 55°6 94°5 116°2 226-0 451-0( ?) 225-0(?) 


* From a calculation made by Messrs. Chase, Henderson & Tennant, London. 
t Too low. Does not include cost of new measures, i.e. some £50 millions. 


BUDGETING II 





These figures can still further be broken up. In the 
following table more detailed figures are shown for some 
of the more important items :— 


TABLE III* 
£ millions 
1938 1939-40 Increase 
Ships: Hulls .. ‘a ‘is »- 15°6 18-9 3°3 
Machines sie a os S22 15°8 4° 
Aircraft .. ro ins és .. 57°0 102°0 45°0 
2°6 3°0 0°4T 
Armour (ships) aa a o- 63 4°2 — orl 
Machines, including gun mountings, 
air equipment, scientific apparatus 20°5 24°2 3°7 
Arms 54 -- 69°2 89°7 20°5 


* Excludes items included in {50 million supplementaries. 
+ Transport vehicles. 


These figures have to be contrasted with the 1935 
census of production figures for the volume of produc- 
tion, gross and net output, as well as the statistics of 
employment and unemployment both of that census and 
of the Ministry of Labour, in order to indicate the expan- 
sion in certain industries which has since taken place. 

The table overleaf suggests some definite conclusions. 
As long as the absolute increase in the volume of defence 
orders was small (however high the rate of increase), 
concentration on the general repercussions of the 
increase in loan expenditure was permissible.* At the 
moment, however, the increase alone represents a con- 
siderable proportion of the gross output capacity of vital 
industries. It is therefore essential to study the direct 
influence of the budget on the demand for certain more 
or less specific factors of production, especially those 
connected with iron and steel trades, including engineer- 
ing, machinery, aircraft, motors and vehicles. This is 
the more vital because the total demand for armaments, 
especially aircraft, budgeted for is beyond the produc- 
tive capacity of the country if the present civilian 
demand for products of these industries (i.e. products 
which use the same specific factors) continues at the 
present rate. 

The borrowing of £350 millions sterling is bound 


* Cf. ‘‘ The Short-Term Budget Problem.’’ By Dr. Thomas 
Balogh. Lloyds Bank Review. March, 1938. 
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somewhat to increase the national income, and thus 
civilian demand. It is possible that under the special 
British circumstances (i.e. having had continued great 
prosperity with a corresponding high rate of private 
investment, and having regard to the fact that at present 
there is an increasing unwillingness to expand private 
commitments) the consequent increase in private invest- 
ment demand which absorbs the same products as 
rearmament will not be very great. In other words, the 
direct and “investment” relation effect will be small.* 
But it certainly is not prudent to expect an actual fall in 
the civilian demand for the products of these industries. 
It is difficult to see how competitive bidding for existing 
capital equipment and skilled labour in these trades is to 
be avoided. If priorities are introduced to force existing 
plants to accept armament orders and execute them, 
this will cause scarcity in the goods at the disposal of 
civilian demand.; If civilian demand is not restricted 
this will force up the price of these goods, resulting in 
(a) an increase in imports to supply civilian demand 
and (b) high profits for those manufacturers in the 
industry concerned who do not supply armaments. 
Thus those manufacturers will seek to expand output by 
competing for labour. As armaments profits are calcu- 
lated on a “cost plus” basis, this competition will result 
in an increase in the price of armaments and continued 
friction in the supply_of labour and other productive 
factors for armaments. This again must result in delays 
in the rearmament programme. 

A failure to control civilian demand competing with 
rearmament would have a further important conse- 
quence. The expansion in the industries which supply 
both civil and defence needs will be greater than would 
be necessary, given the size of armament orders, were 
civilian demand restricted. After the emergency is 
over, we shall be left with an excess capacity in any case. 
A greater excess capacity and, not less important, a 
greater dilution of labour in those industries, is bound 





* Cf. ‘‘ The National Economy of Germany.’’ Economic 
Journal. September, 1938, p. 492, note 2. 
+ This point has escaped Mr. Kaldor, who, in a letter to 


The Economist (May 27, 1939), assumes that the Government acts as a 
monopolist. 
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to increase the difficulties of industrial demobilization.* 
We may conclude that (a) the present idle capacity 
of machines, machine tools, aircraft and motor industries 
is insufficient to supply the increase in the needs of 
rearmament, (b) the institution of priority does not by 
itself solve the problem of a smooth and rapid increase 
of the rearmament programme, and (c) if civilian 
demand is not now controlled the problem of industrial 
demobilization will be far more difficult to solve. 

Certain private civilian investment not competing 
with rearmament, on the other hand, may well continue 
without causing friction or might even be encouraged as 
its discontinuation would cause unnecessary and waste- 
ful unemployment. Certain consumption, however, in 
so far as it competes with rearmament, ought to be dis- 
couraged, even though there is unemployment. Thus the 
global concepts of investments and consumption do not 
seem to be helpful in determining budgetary policy once 
Government demand has risen above a certain level. 
This is only to be expected, since Government expendi- 
ture represents demand for both consumption and 
investment goods in proportions independent of the 
method of finance. State “investment” may well mean 
increased demand for consumption goods if it is financed 
by loans, and just the opposite if, for example, capital 
goods are financed by taxation falling on consumption. 

Before the general multiplier effects of the proposed 
Government loan expenditure are investigated and con- 
clusions arrived at, therefore, the direct effect must first 
be analysed.+ The above analysis indicates that there 
will be acute shortages and these shortages will lead to 
rising prices unless private demand is controlled. As 

* Any dilution of labour ought, from a war-economic point of 
view, to be effected by employing additional female labour, even in 
the “‘crisis’’ period. If the present emergency should not end in 
war this procedure would also have the advantage that the emergency 
female labour could be more easily absorbed elsewhere, thus avoiding 
a new surplus-skilled-labour problem. 

+ The increase in rearmament expenditure as shown in the budget 
does not give an accurate indication of the concomitant economic 
effects. It is rather ‘‘ formal,’’ since the increase does not occur 
discontinuously but is spread over the whole financial year. Statistics 
of past years indicate that by the end of the present financial year 
expenditure is going to be at the rate of something like £750-£800 
millions per annum. (cont. on p. 15 
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Britain is nearing full employment, any considerable 
price-movement is bound to cause such pressure for 
general wage increases as could hardly be resisted, and 
which would lead to an increase in consumption. 

The control of demand, however, need not entail 
direct control. Nor does a general cut in consumers’ 
purchasing power seem to form any necessary part of a 
rational solution to the problem. What is needed is a 
shift of consumers’ demand from certain fields where 
there is a shortage of specific productive factors to others 
where there are still ample reserves of unemployed 
labour and capital. A selective tax is required which 
discourages consumption of certain finished products so 
as to liberate factors of production for rearmament with- 
out encouraging imports and without conflicting with 
the “most favoured nation” treaties. A sales tax of a 
very high rate answers these requirements. Given the 
present organization of industry with its heavy over- 
head costs, such a levy would so reduce demand for 
civilian products as to force the manufacturers to dis- 
continue production for civilian demand.* By exten- 
ding sales taxes over a suitable number of key products 
(at first finished goods such as cars, later perhaps semi- 





DEFENCE EXPENDITURE BY QUARTERS 
(in £ millions) 


1939-40 
1935-6 1936-7 1937-8 1938-9 (estimated) 
Ist quarter... 27°5 31°5 46°3 65:8 IIo 
2nd ss Bee 41:2 58°3 86-4 140 
3rd ce 2S 48-0 68-3 102°9 170 
4th on ae Se 59°4 89°3 127°5 210 


Even this table does not convey the actual impact effect because in the 
last two quarters payments are made which “‘ economically ’’ may 
belong to an earlier period and which had been carried by borrowing. 
The cost of private investment in the armaments industries is paid 
for in the price of the finished product. Hence expenditure on finished 
armaments might show a rise when effective expenditure (i.e. inclu- 
ding private investment) is already declining. The construction period 
of Government factories (and Government-financed private factories) 
is nearing its end and this may well liberate some skilled labour. 


* It would be desirable, however, if the export markets were safe- 
guarded by pooling all orders of all manufacturers and exporting, e.g. 
a uniform new British car for the period of emergency. The distur- 
bance caused by this arrangement would in the long run be smaller 
than the present drift into excess capacity. 
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finished products such as special steels, etc., or even raw 
materials) effective control over civilian demand could 
be established, Drawbacks could be granted in special 
cases under suitable arrangements (for exports, for essen- 
tial civilian purposes, etc.). It would, of course, not be 
possible to manage such taxes by yearly budgets. A 
useful precedent has been established, however, in the 
case of the Import Duties Advisory Committee. A 
similar independent committee should be established to 
work in conjunction with the Ministry of Supply, 
Committee of Imperial Defence and the Treasury with 
powers to issue orders rectifying and varying sales taxes 
and excise duties, these orders to be subject to 
confirmation by Parliament. 

Whether a general restriction of ¢otal civilian 
demand will become necessary depends on : 

(a) whether this elimination of specific demand frees 
sufficient labour and capital to complete the 
rearmament programme, or whether further shifts 
are necessary; 

(6) whether sufficient unemployed labour and capital 
are available for this purpose, and to accommodate 
the demand which will be shifted from the 
restricted industries and finished products which 
compete with rearmament to other products (e.g. a 
shift from motor car to clothing). 

Due account must be taken of the fact that arms can 
be obtained by increasing civilian exports and 
buying the military supplies abroad from the proceeds. 

If full employment is reached and arms production 
is still expanding, consumers’ purchasing power will 
have to be reduced generally. The restriction of private 
demand by increased taxation would create a reserve 
of unsatisfied civil needs. The remission of taxation at 
the time of demobilization would, moreover, enable the 
satisfaction of this potential demand and thus facilitate 
the return to normal without (or with less extensive) 
public works. The smaller excess capacity with which 
we should have to contend would further ease the 
solution. Under present conditions an increase in taxa- 
tion is unlikely to produce a crisis of confidence and 
unnecessary unemployment. 

The limitation of civilian consumption demand by 
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taxation should be envisaged for commodities, especially 
luxuries, imported from abroad. The balance of pay- 
ments of Great Britain has been showing a continuous 
deficit since 1931. The improvement in the balance of 
trade in recent months is mainly due to the fall of our 
raw material imports. A maintenance of such an 
improvement would be clearly undesirable and 
impossible. 

The above considerations seem to indicate that a 
speedy increase in military power demands a close co- 
ordination of budgetary policy with the organization of 
military preparations. If the budget policy is deter- 
mined by purely financial consideration, considerable 
economic frictions, retarding rearmament, endangering 
internal stability, weakening the international economic 
position and rendering a restoration of normal economic 
conditions after demobilization difficult, can hardly 
be avoided. A measure of early co-ordination should, 
moreover, lessen the need for a complete direct control 
of economic life. More specifically, (a) an increase of 
loan expenditure much above the £350 millions fore- 
shadowed in the Chancellor’s first statement in February 
would seem to be inconsistent with stability of the price 
level; (b) the increase to £630 millions or over of British 
defence expenditure would seem to be impossible in the 
short run without frictions and an increase in the price 
of certain vital products, unless competitive civilian 
demands are discouraged by taxation; (c) a policy which 
does not diminish private demand would have un- 
favourable repercussions on the international competi- 
tive position of this country, which will in any case be 
strained by the necessity of coming to the aid of certain 
weaker countries; (d) all available productive factors 
must be used for war preparation. Unemployment in 
export industries, which cannot be employed for this 
task, may well be used to build up stocks of export com- 
modities which would enable us both to maintain our 
sales and so finance imports and to keep our markets in 
case of an emergency, when home production may be 
interfered with.* The establishment of priorities for 

* It is assumed that the patriotic behaviour of the investor will 


continue to render control of foreign exchange transactions 
unnecessary. 
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Government orders is vitally necessary, but does not do 
away with the necessity of limiting civilian demand for 
certain products, and later perhaps of total civilian 
demand. 

Only if budgetary and defence policy are co- 
ordinated in this way will it be possible to avoid a 
comprehensive control similar to that now established 
by totalitarian countries over production and consump- 
tion. The maintenance of economic liberty thus seems 
to depend on the willingness to accept co-ordinated and 
well-planned sacrifice. 


A Plan for Real Exchange 
Co-operation 


By Paul Einzig 


R. KEYNES and several other experts have 
M recently put forward suggestions for the adoption 

of exchange restrictions, in order to check the 
outflow of British capital. At the present moment such 
measures are not urgently needed, for in recent times 
the pressure on sterling has been negligible, and in any 
case only a small part of the capital outflow has been 
due to the transfer abroad of British funds. The 
unofficial embargo on the purchase of foreign securities 
must reduce still further any outflow of British capital. 
In the circumstances, no drastic measures are called for 
by the existing outward trickle—at the time of writing 
it can hardly be described as a flow—of British capital. 
This does not, however, mean that the idea of restrictions 
should be rejected out of hand merely because there is 
no immediate need for them at the moment. On the 
contrary, it is a matter of elementary wisdom to give 
the question careful consideration while the firmness of 
sterling continues. Nobody can possibly be optimistic 
enough to imagine that the lull will last for ever. Even 
by the time these lines are published, the respite may 
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quite conceivably have given way to a fresh wave of 
pressure, calling for drastic measures. 


Arguments for and against exchange restrictions are 
innumerable. What is important is that the question be 
discussed free of dogmatism. It would be a gross error 
to reject an otherwise useful and necessary solution 
merely because it is a “totalitarian ”’ measure. There is 
no reason why Great Britain and other democratic 
countries should not take a leaf out of the dictators’ 
book if that should suit our purposes. 


Nevertheless, as practically everybody would readily 
admit, if it is possible to maintain sterling without having 
to resort to exchange restrictions it will be so much the 
better. For this to be achieved some hard thinking is 
required to discover methods of strengthening the 
existing arrangements for the defence of sterling and of 
democratic currencies in general. The authorities, 
having reinforced the technical defences both of sterling 
and of the franc, are inclined to rest on their laurels 
instead of planning to meet a revival of selling pressure 
in the event of an acute political crisis. Yet there are 
certain valuable possibilities within the framework of 
the Tripartite Agreement which are well worth exploring. 
While conditions remain calm, any decision taken would 
not be interpreted as an emergency measure, and would 
therefore produce the maximum of beneficial effect. In 
any case, prevention is better than cure, and every 
reasonable step should be taken in good time to render 
the democratic currencies shock-proof in anticipation of 
a revival of the political tension. 


The Tripartite Agreement provides a suitable frame- 
work for measures of joint defence of the democratic 
currencies. Until now its vdle in this respect has been 
negligible. Originally it was established mainly for the 
purpose of preventing a competitive depreciation race, 
and the extent to which the agreement led to collabora- 
tion between the three partners has been slight. It has 
amounted merely to technical collaboration, and even 
in that sphere its working has left much to be desired. 
In no instance have the partners assisted each other in 
the defence of their respective currencies. When one 
of the currencies has been under pressure, the two 
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partners in a strong position have not actually helped 
the partner in a weak position; they have merely 
agitated against any depreciation of the threatened 
currency, and against any resort to exchange restric- 
tions. Until now the Tripartite Agreement has thus 
been a purely negative arrangement. Time and again 
it has prevented, or sought to prevent, the solution of 
acute currency difficulties through devaluation or ex- 
change restrictions. 

It is high time that the Tripartite Agreement was made 
to play a constructive véle. There are two ways in 
which it could serve a useful purpose in the joint defence 
of democratic currencies. A system of exchange of 
information between the three partners could be estab- 
lished concerning the assets held by nationals of each of 
the participating countries in the other two countries. 
And the existing inadequate technical collaboration 
should be reinforced by adopting a system of genuine 
mutual support. Until recently neither of these methods 
could have been considered practicable, but develop- 
ments in recent months have brought their realization 
within the realm of practical politics. 

The adoption of a system of exchange of information 
between France, Great Britain and the United States, 
had it been decided upon a few months ago, would have 
produced highly unsatisfactory results. It would have 
driven much of the refugee funds from London and 
New York to Holland, Switzerland and Belgium, as it 
would have been difficult to induce these countries to 
participate in the scheme. Thanks to Herr Hitler, how- 
ever, this difficulty no longer exists. Owing to fear of 
aggression, none of the three small western border States 
is now considered a safe refuge for capital, so that the 
extent to which the adoption of a system of exchange of 
information would drive capital in their direction would 
be negligible. Apart from these three countries, there 
are hardly any alternative havens for refugee money, 
so that exchange of information between the three 
original signatories of the Tripartite Agreement would 
meet the requirements. 

There already exists an agreement between France 
and the United States for the prevention of tax evasion, 
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and information is exchanged between the two countries 
to that end. This agreement covers invested capital that 
earns an income, but it does not cover non-interest- 
bearing balances, which are considerable. This loophole 
should be stopped, and similar agreements should be 
concluded between France and Great Britain, and 
between Great Britain and the United States. Once this 
were done the flight of capital would abate in any case, 
and the amount that could continue to flow out would 
become easily traceable. Possibly it would make 
matters easier if declaration of assets abroad were made 
compulsory. Owners of the assets would retain their 
right to dispose of their assets, but each change would 
have to be reported to their authorities. The informa- 
tion supplied by the authorities of the other members 
of the Tripartite Agreement would materially reduce the 
extent to which this measure would be evaded. 

Such an arrangement would reduce to a minimum the 
flight of national capital, without any interference with 
the freedom of exchanges. It would even obviate the 
necessity for measures such as the existing British 
unofficial embargo on the purchase of foreign securities. 
There is no reason why the British investor should be 
prevented from buying Wall Street securities so long 
as the Government is certain of being able to mobilize 
these assets in case of need. Compulsory declaration 
of assets, reinforced by an exchange of information, 
would provide the guarantee required. 

There is no reason why any one of the partners in 
the Tripartite Agreement should be opposed to such an 
arrangement. It is true that, while France occupies 
the position of the owner of foreign assets in London and 
New York, the United States is entirely a depository for 
French and British assets, and Great Britain combines 
the part of owners of assets in New York with that of a 
depository of French assets. Nevertheless, neither the 
United States nor Great Britain need have any reluctance 
in entering into arrangements of this kind. The United 
States is anything but pleased by the continued influx 
of “hot money,” and would be glad to discourage the 
movement. The same is perhaps not true to the same 
extent of Great Britain, as the amount of French capital 
she would stand to lose would probably be larger than 
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the amount of British capital she would retain. Never- 
theless, Great Britain’s loss would be France’s gain, so 
that it would not be a loss from the point of view of 
national defence, while the prevention of an outflow of 
British capital would be a net gain from this point of 
view. The conclusion of the necessary agreement 
should not, therefore, meet with any unsurmountable 
obstacle. 

A second direction in which the Tripartite Agreement 
could be extended is, as I have said, by the adoption of 
a system of mutual support. When I say support I 
mean support, and not merely the purchase of the 
currency of country A by country B for account of 
country A. In the past it was frequently noticed that 
the British authorities were buyers of francs when the 
franc was weak, or that the American authorities were 
buyers of sterling when sterling was weak. Admittedly, 
those operations were useful, especially when the 
American authorities supported European currencies 
during hours when the European markets were closed. 
They only amounted, however, to technical collabora- 
tion, and did not constitute genuine support. For the 
British authorities always took the first opportunity to 
convert their francs into gold, and the American authori- 
ties never kept their sterling longer than they could 
possibly help. In the majority of cases, in fact, both 
British and American authorities acted simply as agents 
carrying out orders, without assuming any responsibility 
whatever for the currencies acquired, even during the 
brief period between their acquisition and their conver- 
sion into earmarked gold. The authorities whose 
currency happened to be under pressure did not derive 
any relief from such operations. While the technical 
assistance obtained may have facilitated the smooth 
working of the defence of their currencies, it did not in 
any way obviate the weakening of the reserves available 
for that defence. And the evidence of such weakening 
provided a powerful stimulus to speculation and the 
flight of capital. It is precisely to prevent such encour- 
agement of adverse operations that the Tripartite 
Agreement should be strengthened by making arrange- 
ments for genuine mutual support to the three 
currencies. 
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Until recently any such arrangement would have 
been inconceivable. It would simply have amounted 
to heavy and persistent American support of sterling 
and the franc. American opinion would not have tole- 
rated it, even if the Washington Administration had been 
inclined to assume such commitments. American support 
would have amounted to the perpetual bolstering up of 
fundamentally weak positions due, in the case of sterling, 
to the presence of an excessive amount of foreign “hot 
money,” and, in the case of the franc, to internal political, 
social and financial difficulties. The fundamental situa- 
tion of both sterling and the franc has, however, improved 
beyond recognition during the last few months. In 
France, the end of Popular Front experimenting, the 
establishment of a stable Government under M. Daladier, 
and the financial reconstruction successfully carried out 
by M. Paul Reynaud, have remedied the fundamental 
weakness of the franc, which for the last six months has 
been rather more than self-supporting. In the case of 
sterling, the withdrawal of most of the worst type of 
foreign balances has removed this source of pressure, 
and the measures taken to discourage undesirable 
foreign exchange operations have also been helpful. 

In the circumstances, it seems unlikely that the 
United States would be called upon to support either 
sterling or the franc to any appreciable extent. In any 
case, her assistance would be required only if the gold 
resources available for the defence of sterling and the 
franc were depleted. Since these resources are very 
considerable indeed, it would require a prolonged and 
heavy adverse pressure before the American authorities 
were called upon for assistance. As things are at 
present, pressure of this severity does not appear likely 
except in case of extremely grave political developments. 

It would further diminish the likelihood of any call 
upon the United States if the monetary authorities of 
the original Tripartite countries issued a joint statement 
declaring that any one participant in the agreement 
could rely upon unlimited support on the part of the 
other two participants. Such a statement would go a 
very long way towards preventing any strong adverse 
pressure on any of the Tripartite currencies. The mere 
gesture of transferring £350,000,000 from the Bank of 
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England to the Exchange Equalization Account was 
sufficient materially to reduce the pressure on sterling. 
It is easy to imagine how much more effective an 
announcement on the lines suggested would be. The 
risk attached to such reciprocal guarantees would not 
be great. If necessary the Government whose currency 
would have to be supported should be willing to assume 
responsibility for the exchange risk incurred by the 
supporting country. In that case the American authori- 
ties, for instance, could buy sterling without running any 
exchange risk. If mecessary, marketable securities 
could be deposited in the United States to back up the 
indemnity against depreciation. 

Pressure on sterling and the franc has arisen in the 
past either through fears of a depreciation or through 
fears of a war. To the extent that pressure is due to 
fears of a depreciation, it would cease almost completely 
as a result of the powerful safeguard provided by an 
arrangement for unlimited reciprocal support. To the 
extent that pressure is due to war fears, it would be 
reduced by the organized exchange of information 
between the partners to the Tripartite Agreement, which 
would discourage the flight of capital and would facili- 
tate the task of tracing the capital that took flight abroad. 
The two measures would be complementary to each 
other, and between them they would rule out any real 
danger of a sweeping and persistent selling pressure on 
the leading democratic currencies. 

It remains to be seen whether it will be possible to 
achieve a sufficient degree of co-operation to bring about 
such a far-reaching agreement. While it would be a 
comparatively easy task to arrange for the exchange 
of information, it seems probable that the United States 
authorities would be reluctant to agree to the scheme 
of reciprocal support outlined above. It is possible, 
however, that as America gradually realizes the true 
extent of the menace of Fascist aggression, both official 
opinion and public opinion in the States will sooner or 
later be won over to some such arrangement. Its 
adoption would be a powerful deterrent to aggression. 
It would be, at the same time, a conclusive proof that 
the system of democracy is not decadent and impotent, 
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as its enemies declare it to be, but has sufficient vitality 
to produce original solutions enabling the democratic 
countries to defend their currencies without resort to 
slovenly imitations of totalitarian methods. 


Life Assurance and the Peace- 
time Moratorium 


By Leo T. Little 


OR some six or seven years past the volume of new 
EF life assurance business had been steadily expand- 
ing until the picture was somewhat changed 
by the crisis of last September and its aftermath. The 
state of uncertainty in which men have been living has 
apparently deterred them from undertaking the financial 
commitments which a life policy involves. There can 
hardly be an insurance agent in the country who has 
not the same story to tell—how the wage-earner’s 
inability to foresee his future income and circumstances 
with any degree of certainty makes him less anxious to 
assure his life; how people desire, primarily, a readily 
available store of wealth on which to draw in emergency 
and only secondarily a life policy, which in the ordinary 
branch does not usually acquire a surrender value for 
two years after inception. 

It would, however, be easy to exaggerate the 
difficulties which now exist in the acquisition of 
new business. The growth of business in the last few 
years has been so extraordinarily rapid that it may have 
caused the setting-up of impossibly high standards. 

Some recession, however, there undoubtedly has 
been, and this is the more striking as there are good 
reasons why the prevailing political uncertainty might 
equally well have produced the opposite result. Up to 
the present, the life offices have assumed the undoubtedly 
heavy risk of mortality through hostilities with no extra 
charge whatever. An ordinary life policy can be 
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effected, just as it could be before Munich—and as it 
could be ever since the Great War—completely free of any 
restriction for the war risk and with not the slightest 
loading of the premium. On the face of it, this should 
constitute a powerful incentive for the writing of new 
assurances. It may, indeed, be questioned whether it 
was really in the interests of the offices to cover the war 
risk gratuitously, especially since the potential mortality 
of civilians through hostilities has now become so much 
greater in comparison with that of combatants. It was, 
without doubt, partly for patriotic motives that the com- 
panies decided to continue issuing unrestricted policies 
without additional premiums, for in the new circum- 
stances an increase in premiums would, as a matter of 
logic, appear practically inevitable. So far the public 
has been slow to realize how generous is the offer which 
the offices have been making. Secure in the knowledge 
that policies written in the past without restrictions or 
extra premiums must remain so—for life assurance is 
a long-term contract—the public do not seem to have 
appreciated that it is within the power of the offices to 
alter conditions and premiums on new policies. It might 
be expected that this cogent argument would be used by 
insurance agents with some effect and that tangible 
results in their new business figures would eventually be 
secured. 

But another abrupt change in the situation has 
now come about, which upsets calculations afresh. 
Half-way through June the Government issued the terms 
of the Order in Council under the Military Training Act 
and the Reserve and Auxiliary Forces Act relating to 
the life assurances of those called up for military train- 
ing and service. In return for the gesture made by the 
offices when they decided to write new assurances as 
before, the Government has imposed an onerous and 
inequitable burden upon them. This Order in Council 
requires life offices to maintain assurances in force not 
only while their holders are undergoing training and 
service, but also for some considerable period afterwards, 
though premium payments may remain in arrears for 
the whole of the period. In brief, the upshot of these 
provisions is that a man called up for six months’ train- 
ing as a “ militiaman” under the Military Training Act 
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may have his premiums waived for a period of just 
over a year-and-a-half. The reservist or Territorial who 
is called up need pay no premiums during the whole 
time he is serving and for some months afterwards. In 
both cases the office has no protection, other than deduct- 
ing from the sum assured or the surrender value of the 
policy the arrears of premiums, or in certain cases of 
industrial assurance, their equivalent (as laid down in 
the Schedule to the Order). Now this means that after 
obtaining assurance cover for a lengthy period without 
paying premiums the holder of a policy may surrender 
it at his own free will, and if he wishes take his business 
elsewhere, even though the policy possesses no surrender 
value out of which the arrears can be made up. Even 
if he does not do this, the assurance office suffers a loss 
of interest on premium payments during the period for 
which it is not collecting premiums. As-every assurance 
office works on the assumption, in Keynes’s words, that 
they are “trees of which the girth puts on one more ring 
a year with the sap of compound interest,” this is a 
severe blow. Quite rightly, the offices are seriously 
disturbed at this development. It is plain enough from 
this Order in Council that similar provisions would be 
extended in wartime to cover all persons serving in the 
Forces. The Order is only the thin end of the wedge— 
though the thin end is thick enough, in all conscience. 
The offices are the first to appreciate the need for 
granting some alleviation in respect of premium pay- 
ments to policyholders who are unable to continue their 
normal payments owing to their defence duties. Indeed, 
the “non-forfeiture condition,’ which is on practically 
all policies of ordinary assurance, provides for precisely 
such a contingency. It should be noted, however, that 
the moratorium now decreed is automatically extended 
to all those who are serving—not only to the man who 
is needy but also to the man with an independent income, 
who is well able to keep up his premium payments. 
Surely it is no more than just that, if a far-reaching 
moratorium on premium payments is to be imposed, 
it should be a national charge and not a charge on some 
particular class of policyholders, as this must prove to be 
if it is not revised. The offices are bound to consider 
whether this impost does not make it necessary for them 
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to go back on their previous decision and surcharge new 
policies for the war risk. If the legislation is not 
amended there are weighty reasons for that course. 
But even if this were done, it is still probable that the 
holders of old policies would also bear part of the cost, 
for they could hardly expect to earn such high bonuses 
on “ with-profits” policies in the changed conditions. It 
is to be hoped that it is not even now too late to amend 
the inequities of this piece of legislation. Insurance 
seems to be considered fair game for any marauding 
Government, but the amendment secured in respect of 
the National Defence Contribution—in the general 
branches—raises the hope that the authorities will show 
themselves equally willing to listen to reason in this 
instance. 

Assurance offices are a very important part of 
the machinery by which the savings of the community 
are canalized and invested. The total savings of Great 
Britain for the year 1938 may be estimated at about 
£400 million. Of this sum, life assurance accounted 
directly for about £75 million—for that represents the 
approximate increase in the life offices’ funds over the 
course of the year. But in addition to this £75 million, 
another large part of the year’s savings must be ascribed 
indirectly to the life offices. The payments made under 
death claims and endowment maturities represent, for 
the most part, lump sum receipts for the owners of the 
policies. To a considerable extent—at least in the 
ordinary branch, where their average amount would be 
quite high—these sums are not spent but are re-invested. 
How important this factor might be is indicated by the 
fact that for 1938 death duties and endowment maturities 
totalled some £65 million in the ordinary branch alone. 

If we conclude that, directly and indirectly, the life 
offices accounted last year for about one-third of the 
total savings of the country, we shall probably be erring 
on the conservative side. The implications of this are 
far-reaching. 

At a time such as the present, when it is very im- 
portant that the volume of savings should be main- 
tained or even raised, nothing should be done to reduce 
the flow of new business transacted by the life offices. 
This moratorium, at least in its present form, does 
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impede new business; for while it will be even more to 
the advantage of the public—especially the younger 
groups of men—to effect new assurances while existing 
conditions and rates continue, the offices must be forced 
sooner or later to protect themselves against this addi- 
tional burden by raising premiums. When it is realized 
that the net earned rate of interest on the life offices’ 
funds has steadily fallen in recent years so that offices 
have already been forced to increase their premiums 
and/or to lower their bonuses, the difficulty of 
avoiding such an increase becomes evident. 

Nor is this reduction in earned rates—from an average 
of approximately 4.70 per cent. in 1928 to little morethan 
4.00 per cent. last year—solely explained by conditions 
in the security markets. Once again, the needs of 
government are largely responsible, for the income-tax 
has increased progressively and the National Defence 
Contribution has been imposed. To offset this decline in 
earnings the offices are already doing everything which it 
is within their own power to do, largely by adopting a 
so-called “active investment policy,” which implies a 
greater readiness to hold sound equities and to move 
in and out of the markets with greater frequency. 

What is now needed is for the authorities to realize the 
vital place which life assurance occupies in our national 
finance and economy and to co-operate in an endeavour 
to preserve and expand the annual inflow of new funds. 
This latest Government effort is singularly maladroit, 
contrary to its own real interest and lacking in common- 
sense justice. The assurance offices, fortunately, are 
well able to protect themselves—they have not yet been 
told how much they shall or shall not charge for a policy 
of assurance. But the authorities should do their utmost 
to foster, and not to hinder, the insurance industry’s 
national function of mobilizing a large part of the 
nation’s savings. 
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Fire and Accident Insurance 


By F. G. Culmer 


RITISH composite insurance companies, with their 
B world-wide associations, are accustomed to take 
the rough with the smooth. Hardly anything can 
happen which does not affect them directly or indirectly 
in some way. The difficulties, largely political, with 
which they were confronted in 1938 were of an unusual 
severity, and it is a tribute to the soundness and strength 
of their organizations that they emerged from the irk- 
some year with their resources unimpaired, besidesshow- 
ing profits on a normal scale. Politically, 1938 was one 
of the most exacting years in world history. 

From an insurance point of view the year was not 
without some heavy catastrophes. The most vivid of 
all was the unprecedentedly violent hurricane which 
swept over the Eastern States of America in September, 
causing, with its attendant floods and fires, damage to 
an estimated amount of £80,000,000. Fortunately, the 
British insurance companies as a whole were not over- 
burdened with the resultant loss, although one company 
admits to claims amounting to over £50,000 in respect of 
this disaster. Australian drought conditions intensified 
some devastating bush-fires extending over large areas, 
the losses arising from these approximating to £500,000. 

In spite of all the adverse conditions prevalent during 
the year, the leading composite insurance companies 
experienced scarcely any falling off in the volume of 
business transacted. The aggregate premium income in 
the fire, accident and marine departments of the nine- 
teen companies, comprised in the tables accompanying 
this review, amounted to £108,317,835, representing a 
decline of only £624,000 as compared with 1937. Total 
underwriting profits actually increased. These are 
calculated after allowing for the adjustment of an 
unexpired risks’ reserve consisting of 40 per cent. of the 
premium income, and amount to £8,559,31I, an advance 
of £49,291 on the year. 

Total net interest revenue on the invested funds 
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shows a reduction of £170,057 at £6,575,251, which sum, 
plus the shareholders’ proportion of the life profits, 
sufficed to defray the cost of maintaining dividends and 
paying interest on debenture stocks in the few instances 
where such stocks still exist, while leaving a margin on 
the right side of £463,000. The incidence of the interest 
income approximating to the dividend outlay 
emphasizes the great integral strength of these com- 
panies, for it enables the underwriting profit, or a con- 
siderable proportion of it, to be put back into the 
reserves. It is largely to their ability to continue this 
sound policy year after year that the companies owe 
their immensely powerful position. 

Fire insurance results suffered a moderate setback 
last year, as, while the volume of business was almost 
identical with that of the previous twelve months, the 
total premium income showing a decline of only 
£150,106 at £38,572,166, underwriting profits were 
£762,609 lower at £4,292,920. This decline, as will be 
seen in the table on page 32, was shared by all the com- 
panies except one, whereas in the previous year sixteen 
out of the nineteen companies earned an increased 
amount of profit. Nevertheless, individually some 
excellent percentages of profit are disclosed, and 
collectively the average ratio was over II per cent. 

This decline in profits was not due to the burden 
of home fire losses, which again showed a contraction. 
Following a decrease in 1937 of £1,368,000 in the total 
fire loss in Great Britain, there was a further decline last 
year of £748,800 to £8,780,800. A considerable number 
of fires took place in the United Kingdom early in the 
year, but from April onwards a better trend persisted, 
and the monthly loss average for the year was £731,733, 
against £794,133 in 1937 and £897,600 in 1936. Experi- 
ence in the United States, where most of the leading 
insurance companies have large connections, was not 
so favourable, the total losses of £58,671,449 representing 
an increase of £1,727,390, a figure almost identical with 
the decline of the previous year. 

The upturn in American fire losses followed a five- 
year period of exceptionally low loss ratios, which led to 
a progressive reduction in premium rates. At present 
the general rate is therefore lower than at any previous 
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time in the history of fire insurance in the United States. 
Adverse trade conditions accounted for a fall in premium 
income last year, but towards the close of the year signs 
of renewed activity were apparent. Meanwhile, the 
development of supplementary lines of cover tended 
partially to offset the reduced volume of ordinary fire 
business. Generally, reports concerning the trend of 
business in other parts of the world, including Canada, 
Australia, New Zealand, South Africa and India, are 
favourable. Prior to the civil war, Spain was a prolific 
field for fire insurance for the British companies; with 
the cessation of hostilities it is to be hoped that normal 
conditions will eventually be restored. At home, owing 
to the severity of the English winter, the bursting of 
water pipes and tanks gave rise to an unusually large 
number of claims under comprehensive policies, and 
these had the salutary effect of demonstrating to house- 
holders all over the country the special advantage of 
this essential type of cover. 


Increase Ratio to 


Underwriting or Pre- 
Profit Decrease miums 
Fire— £ £ % 
Alliance... bd si -. 422,224 — 10,389 19°09 
Atlas ‘i F - .. 168,858 — 5,855 9:66 
Commercial Union a -. 454,118 — 121,031 8-44 
Eagle Star .. es ia a 54.447 — 34,652 6°70 
Employers’ Liability we iin 28,117 — 9,235 7:00 
General Accident .. ms -. 176,494 — 6,718 24:10 
Guardian .. ‘a as .. 173,642 — 2,078 15:91 
Liverpool & London & Globe .. 332,251 — 89,993 8-66 
London Assurance as .. 135,291 — 46,037 6°30 
London & Lancashire... -» 324,194 — 42,526 11-76 
North British & Mercantile -. 413,536 + 2,254 II-II 
Northern .. i a .. 148,989 — 63,063 7:70 
Norwich Union .. “i -. 90,699 — 78,596 5:00 
Phoenix .. es ws .. 239,138 — 33,515 8°75 
Royal Exchange .. i .. 158,416 — 18,523 10-90 
Royal “< ae is -. 511,926 — 116,573 9°43 
Scottish Union & National i 86,574 — 29,832 8-86 
Sun ha ee oe -. 255,304 — 34,124 I1°30 
Yorkshire .. ‘i as .. 120,702 — 22,123 13°88 


In the Accident and General branch of the com- 
panies’ activities, which deals with a numerous variety of 
risks, the total premium income amounted to 
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£59,716,360, a decrease of £582,987 on the year. The 


‘ classes of business involved permit of a smaller profit 


ratio than fire insurance, but in this case the under- 
writing experience was more than usually favourable, 
total profits showing an increase of £813,474 to 
£3,898,367, representing an average of 6.54 per cent. 
Two of the most important sections of the business are 
workmen’s compensation and motor insurance. The 
former continues to expand, but the companies are faced 
with a very small margin of profit, due largely to an 
increase in Common Law claims for damages by injured 
workmen, many of whom preferred this optional alter- 
native to accepting compensation under the Workmen’s 
Compensation Acts. A Royal Commission has been set 
up to inquire into the conditions of employers’ liability 
business in this country, and it is hoped that its findings 
will result in the introduction of new legislation, although 
some time will probably elapse before this comes about. 

Motor insurance still gives grounds for complaint. 
The companies protest that rates in force abroad, par- 
ticularly in Canada, Australia and South Africa, are 
inadequate. One insurance chairman recently expressed 
the opinion that now motor business throughout the 
world has become so important, all rates should be put 
on a basis which year in and year out would provide a 
reasonable profit to underwriters. The cost of claims in 
this country has increased very considerably in past 
years, and is still mounting. Owing to the increasingly 
heavy awards granted in the courts to third parties 
injured on the roads the companies’ prospects of earning 
a respectable profit are severely jeopardized. Seeing 
that third-party insurance for motorists is compulsory, 
the insurance companies are, of course, able to discharge 
their liabilities, but in view of the common experience 
it is not altogether surprising to find their spokesmen 
suggesting an increase in premium rates as the only 
possible way of meeting the situation. At the same time, 
it is unlikely that any steps in this direction will be taken 
until the Government’s intentions are made known in 
regard to the recommendations of the Cassel Committee’s 
report on compulsory insurance. 

Otherwise accident business in this country seems to 
have been fairly prosperous from the companies’ view- 
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point, although there is a rising tendency in the loss ratio 
of burglary insurance. Casualty business in America 
has for the most part been of a profitable nature. Many 
companies, however, have experienced a reduction in 
premium income, which is attributable to the reduced 
prosperity in the United States during part of the year. 


Increase Ratio to 


Underwriting or Pre- 
Profit Decrease miums 
Accident and General— £ £ % 

Alliance... ie oa .. 112,161 — 25,059 7°51 
Atlas v P at - 53,327 + 2,288 8-07 
Commercial Union ea .. 414,211 + 51,954 5:08 
Eagle Star .. ; ‘ wi 76,409 + 53,750 9°72 
Employers’ Liability - .. 307,044 + 191,924 . go 
General Accident .. oa .. 561,295 + 215,712 6-50 
Guardian .. e 48,491 — 13,683 3°56 
Liverpool & London & Globe -- 530,911 + 45,520 I1-03 
London Assurance ai .. 114,837 + 16,759 7:60 
London & Lancashire... “s 43,827 — 56,802 1°71 
North British & Mercantile .. 171,118 + 28,063 12:20 
Northern .. _ a .. 149,404 + 8,690 8:10 
Norwich Union .. ~ -- 105,409 + 17,547 6-80 
Phoenix .. sa ae .. 304,871 + 113,438 7°82 
Royal Exchange .. wd - 55.185 — 8,657 4:50 
Royal ee .. 566,920 + 76,159 9°40 
Scottish Union & Nation al ih 37,201 + 14,852 10°51 
Sun ene aa a -- 159,343 + 24,519 8-45 
Yorkshire .. wi a ne 80,343 + 56,500 5°43 


In the marine branch the volume of business at any 
rate leaves little to be desired, the total premium income 
being increased last year by £109,609 to £10,029,300. 
The underwriting surplus disclosed amounted, however, 
only to £368,000. Several of the companies made no 
transfer to profit and loss account from the profits of 
previous years, but the above figure of profit earned 
represents an average of 3.6 per cent. on the premium 
total. Individual results have varied somewhat, though 
the underwriting difficulties encountered have been com- 
mon to all the companies concerned. Timely efforts by 
the Joint Hull Committee to effect an improvement in 
the conditions of hull insurance business have resulted 
in an upward adjustment of rates, which was urgently 
necessary and will doubtless be reflected favourably in 
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later accounts. Meanwhile, much more remains to be 
done before hull insurance is placed on a reasonably 
profitable basis. 

Lack of sufficient co-operation between underwriters 
continues to retard improvement in the cargo insurance 
market, although efforts to bring about a more desirable 
state of things are still being made. The former 
inclusion of war risk in cargo premiums necessarily 
obscured the position. The separation involved by the 
special arrangements now in force will inevitably expose 
the inadequacy of the low rates which, as a result of 
competition, now govern this class of business. An im- 
provement in rates is long overdue, and a solution of 
the problem evidently rests with the underwriters them- 
selves. Both Lloyd’s underwriters and the insurance 
companies welcome the arrangement for pooling war 
risk insurance on cargoes to and from United Kingdom 
ports, and for the reinsurance of the King’s Enemy Risk 
with the Government. Merchants will find this a distinct 
advantage. Insurance companies are affording every 
assistance to the Government in connection with its other 
schemes for insuring essential commodities and provi- 
ding compensation in respect of other property damaged 
or destroyed by enemy action, though the adequacy of 
these arrangements may be questioned. 

In every way, the composite companies are fully up- 
holding their high traditions. It is not difficult to see 
why their shares figure so prominently in the estimation 
of investors. Political fears alone were responsible for 
the decline in share values of 1938 and the early months 
of this year, and in the later general partial recovery of 
the stock markets insurance shares were well to the fore. 
It may not be generally realized that in respect of capital 
appreciation May of this year was the best month the 
insurance market has enjoyed since December, 1935. 
An improvement of over £14,165,000 in the market value 
of the shares raises aggregate share values to 
£305,400,600, which compares with the previous highest 
a capitalization of £360,000,000 reached at the end 
of 1936. 
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Unit Trusts Under the New Code 
By Roland Bird 


HE history of the unit trust movement in this 
country now extends over a complete market 
cycle. The first trust was introduced in the dark 
days of 1931; the movement established itself and then 
prospered greatly in the active markets of 1936; and for 
more than two years it has registered progress against 
a background of falling share values. The story of these 
eight years is difficult to summarize. There are in 
existence to-day almost one hundred trusts—the actual 
figure is ninety-eight, which excludes the ill-fated First 
British Mutual Fund (which returned all subscriptions 
after the briefest period of trading last November), 
Supervised Shares Incorporated (which is strictly an 
American trust company), and British General “B” 
(which was, in effect, replaced by British General “C” 
in October, 1935). Excluding two recent formations, 
these trusts had achieved by the end of March this year 
cash sales to the public amounting to £95,975,000, 
according to the informed estimates of The Economist. 
With only a slight degree of exaggeration, we can say 
that the managers of a hundred trusts have each per- 
suaded the public to entrust an average sum of one 
million pounds with them. 

That is a crude measure of the commercial success 
of the movement. As the Anderson Committee recog- 
nized, the movement fills a public need, and it is no 
reproach against the managers that they have pro- 
claimed the merits of their units, and have taken their 
reward. Unit trust management is no philanthropy in 
modern guise. Some, indeed, would have it that unit 
trust profits have been excessive, and that the move- 
ment’s publicity has turned to account the ignorance and 
trusting nature of the small investor. Such criticism, 
applied generally, would be unfair, even if in some few 
cases it may be justifiable. Hence the strong demand 
for some form of public supervision of the movement, 
first voiced by the Stock Exchange Committee and later 
reinforced by the strict recommendations of the 
Anderson Committee, which reported in August, 1936. 
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In December, 1937, the then Parliamentary Secretary to 
the Board of Trade indicated in the clearest way that 
the Government had no intention of introducing legisla- 
tion to govern unit trusts. According to the official view 
at that time, all trusts had trustees of recognized status, 
and most of them had carried out many of the Anderson 
Committee’s recommendations. 

Within sixteen months, legislation has been put on 
the Statute Book. Absent-mindedness does not usually 
make for good law, and the clauses governing unit trusts 
in the Prevention of Fraud (Investments) Bill are not in 
the comprehensive form envisaged by the Anderson 
Committee. Yet they are surely better than the blanket 
exemption of unit trusts under the first version of the 
Bill, and infinitely preferable to the second version, 
which flew from the extreme of total exemption to the 
opposite extreme of absolute and unspecified control by 
the Board of Trade. In the Sharepushing Act, by the 
luck of legislative third thoughts, we have clauses dealing 
with unit trusts which, if they stop short of the maximum 
point of potential control, still provide a useful standard 
of attainment for a number of trusts whose commercial 
policy has been unduly enthusiastic. 

The operative part of statutory control is to be found 
in a Schedule to the Act, and comprises six heads. Some 
of the matters have long been adopted by reputable unit 
trusts. It is hard to conceive that a unit trust certificate 
could be issued without the vesting of the required 
property with the trustee, and the majority of trusts, 
similarly, maintain escrow funds to provide for manage- 
ment expenses during the life of the trusts. In addition 
to these provisions, there are others whose precise appli- 
cation is now under consideration by the Board of Trade. 
Under the first paragraph, for example, which indicates 
how the sale price of units and yields are to be calculated, 
it would seem possible to lay down regulations in favour 
of “Cash fund” flexible trusts as against ‘“ Appropria- 
tion” trusts—or vice versa. Such steps are unlikely; 
the Board of Trade, in any case, would hardly be fitted 
to reach a decision on this controversial question. The 
clause will be useful enough if it forbids the use, 
fortunately infrequent, of Stock Exchange Official List 
offered prices for computing the price of units (for these 
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are “aie well in excess of the actual dealing prices) 
and if it prevents the exploitation of inflated yield calcu- 
lations which, in some few cases, has been a regrettable 
accompaniment to the development of flexible trusts. 

Paragraph 5 of the Schedule requires unit trust 
managers to circulate to unit holders audited accounts of 
the trust, “and of the manager in relation to the trust, 
including statements of his remuneration in connection 
therewith.” The trust accounts present no special 
problem, for they will amount, in substance, to the 
accounts sent out with the distribution warrants each 
quarter or half-year. The official interpretation of 
“accounts relating to the manager,” however, has yet 
to be revealed. Those critics of the unit trust movement 
who anticipate that they will disclose every fact of the 
managements’ business are likely to be disappointed. 
The Anderson Committee devised far-reaching forms of 
accounts, but, at the moment, it is doubtful if they will 
be closely adopted. The unit dealing account (Form C 
in the Report) would, however, provide sufficient 
evidence for the unit holder if the managers had made 
undue profits in pricing the unit, calculating charges and 
rounding-up the price. And that evidence would be no 
less clear if, as seems possible, the managers’ accounts 
are expressed on the basis of some multiple of units sold, 
or, say, per £1,000 of money valueofsales. Theimportant 
points which the accounts should disclose are the degree 
to which profits arise from the creation of units; from 
management charges, rounding-up and commissions; 
from dealings in existing units; and from the liquidation 
of units. If these various sources of income can be 
related to the advertised charges of the managers, the 
investor’s interest will be better safeguarded. 

The rules so far discussed do not specifically call for 
the co-operation of the trustee. In paragraphs 3 and 6, 
however, he is charged with duties which go well beyond 
the narrow concept of custodianship which trustees have 
been at pains to emphasize in the past, at least publicly. 
Under paragraph 3, the trustee is to be given a “ reason- 
able opportunity” of considering the terms of any 
advertisement containing statements regarding the value 
or yield of units, and if he expresses disapproval in 
writing to the manager within a reasonable time, the 
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statement may not be issued. If it is argued that this 
is no business of the trustee, the answer is plain. Already, 
many trustees have taken steps to ensure that unit trust 
advertising is unexceptionable. And in view of the im- 
portance of the trustee’s name in attracting purchasers, 
this is surely proper. In some earlier trusts, the trustees 
explicitly disclaimed, in the trust deed, any responsibility 
for statements of the managers, and divested themselves 
of any power to examine those statements. What was 
intended as a safeguard for the principle of custodian- 
ship, however, revealed the helplessness of trustees to 
call for the correction of obviously undesirable develop- 
ments, including the exploitation of high yields. The 
new powers for supervision of advertising, in fact, recog- 
nize far-reaching changes in the view of the trustees’ 
responsibilities. Many trustees have already recognized, 
in practice, that their duty exceeds strict custodianship; 
and that decision was surely wise, since the average 
investor certainly has credited them with wide powers. 
They can be relied upon to exercise explicit powers over 
advertising (and also the provision in paragraph 6, by 
which they can require the manager to retire, if it is in 
the interests of the unit holders) in a judicial spirit. 

Unit trust management groups are familiar to most 
investors. But the grouping of trustees is less well 
known. In actual fact, banks act as trustees for no fewer 
than eighty-five of the present total of ninety-eight unit 
trusts. But the attitude of individual banks towards 
the movement varies enormously. In the table on the 
next page their trustee responsibilities are analysed. 

Of the eighty-five trusteeships in the hands of banks, 
the Midland Bank, through its Executor and Trustee 
Company, is responsible for no fewer than forty-five. 
The total for the “ Big Five” is sixty-seven trusts, but 
Barclays and Westminster Banks are conspicuous 
absentees from the list, while the National Provincial 
acts for no more than four trusts. The same wide 
differences are shown among other banks. Martins 
Bank, for example, now acts for thirteen trusts, com- 
pared with only five trusts at the end of May, 1938. Of 
the nineteen trusts formed since that date, Martins Bank 
has been appointed as trustee for no fewer than eight 
trusts. 
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ANALYSIS OF TRUSTEES 
Number of 
trusteeships 
Midland Bank Executor and Trustee .. ws os 45 
Lloyds Bank ed e e es ‘“ ‘a 18 
National Provincial a “e oa e nia 4 
Total, “ Big Five ”’ a3 ai a 67 


Martins Bank 

Williams Deacon’s - 
Royal Bank of Scotland .. 
Clydesdale Bank .. ae 


Total, other banks .. 


Royal Exchange Assurance 
General Accident, Fire and Life 
Equity and Law Life 

Atlas Assurance es $e 
Total, insurance offices 


Total trusts 


The importance of the banks, both as a repository 
of public confidence, and as an adjunct to the trusts’ 
selling organizations, is plain. Without their initial sup- 
port, the unit trust movement could not have established 
itself in this country. They have a stake, scarcely less 
important than that of the managers, in its stability and 
commercial success. Hitherto, the movement has found 
its best selling ground among investors who could place 
an order for up to £200 on the average. An enquiry 
made by The Economist in its unit trust survey of 
May 28, 1938, showed that between three-fifths and four- 
fifths of the total number of unit holders in eleven im- 
portant trusts held not more than 200 units. Expressed 
as percentages of the total funds, of course, the larger 
holdings predominated—they accounted for between 
55 per cent. and nearly 80 per cent. of the funds con- 
cerned. Such large holdings are undoubtedly the more 
remunerative to the managers. Indeed, it may be calcu- 
lated that a buying order of less than £50 is unlikely to 
leave any profit for the manager in the case of a twenty- 
year trust. Thus the savings of the very small investor, 
besides being difficult to tap, do not provide the unit 
trust movement with remunerative business. 
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New sales, therefore, are likely to be obtained, as in 
the past, from the typical holder of a bank balance, 
rather than the small saver, unless the latter can be 
encouraged by means of instalment savings arrange- 
ments. Such arrangements have been introduced in 
the United States, and some of their features have 
proved open to criticism. The modest investor is pre- 
pared to hold a security once he has bought it, but in 
adverse market conditions he is not a ready buyer. The 
following table, compiled from The Economist survey 
of the unit trust movement of May 13, 1939, illustrates 
the movement of sales, re-purchases, and the formation 
of new trusts in recent years :— 


SALES, RE-PURCHASES AND NEW FORMATIONS 





| 
End } End March, | March, March, 





1934 1935 1937 1938 1939 
_ | | 
Cash Sales to date { | —- _— = 88,000,000 | 95,975,000 
CashRe-purchases | 
to date £ | —— _ — 10,550,000 | 12,150,000 


Net Cash Sales { | 20,750,000 | 45,800,000 | 67,140,000 | 77,450,000 | 83,825,000 
| 
| | 
Number of Trusts 














formed to date ..| 32 53 72 79 96 
Net Sales pertrust {| 648,000 | 864,000 933,000 980,000 873,000 
Increase in net sales | 
in period £ | — 25,050,000 | 21,340,000 | 10,310,000} 6,375,000 
Number of trusts | 
formed in period | - 21 19 7 17 
Total Sales per new | 
formation £ | — 1,193,000] 1,123,000] 1,473,000 375,000 
| 





Net cash sales for 1938-39 declined from £10,310,000 
to £6,375,000, after allowing for re-purchases. In each 
year, re-purchases represented just over 20 per cent. of 
total cash sales, while in actual amount they fell from 
£2,620,000 for the year to March, 1938, to £1,600,000 for 
the latest year. There is no evidence here of panic 
liquidation of units when the markets become adverse. 
But there is the clearest indication that the progress of 
the movement has been affected by depressed market 
conditions. The outstanding volume of net sales per 
trust formed at March 31, 1939, amounted to £873,000— 
a sum which would provide a reasonable, though not 
extravagant, degree of profit on the basis of fair loading 
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charges and the spreading of managers’ overheads over 
several trusts. But the return on new unit trust enter- 
prise, on the average, is now almost certainly negative. 
Expressed as an average of the seventeen new trusts 
formed during the year to March last, total sales of all 
trusts, new and old, represented no more than £375,000 
per new formation. And this average would not suffice 
to reimburse the managers for preliminary expenses and 
advertising, for a sale of £500,000 is generally regarded 
as necessary before a unit trust begins to show its 
managers a net profit. 

Thus the unit trust movement has received its charter 
at a time when new enterprise is damped by political 
uncertainty. Such pauses are perhaps not undesirable 
for the long-run stability of the movement, for in periods 
of active formation excessive competition has caused 
undue stress on selling points which have not always 
been of solid investment merit. It is certain that the 
movement has not exhausted its energies, but before 
they are rekindled it will need the assurance of better 
returns than it has enjoyed during the past year. 


Matters of Law 


By Maurice Megrah 


Conflict of Laws 
HE appeal of the Ungavische Baumwolle Industrie 
A.G., and Hungarian General Creditbank against 
the decision of Branson, J. in favour of Kleinwort, 
Sons and Company ([1939]2 All E.R. 782) has failed. 
The Appeal Court report is to be found in [1939] 
3 All E.R. 38. Reiterating briefly the facts, Kleinworts, 
as a result of correspondence with the two defendants, 
undertook to accept bills drawn by the woollen company 
against the guarantee of the Hungarian bank that 
Kleinworts should be placed in funds to meet the bills 
at maturity. A subsequent letter from the Hungarian 
bank intimated that they might find themselves 
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prohibited from meeting their obligation by reason of 
Hungarian legislation, which legislation actually 
materialized. Dealings in exchange were controlled 
in Hungary and the consent of the National Bank of 
Hungary was necessary to any transaction such as 
that which formed the subject of the action in this case. 
Such consent had not been obtained. 

The respondents argued that the letter in question 
ought to be read as part of the contract, a contention 
emphatically rejected by Branson, J. and also by the 
Court of Appeal. But they suggested that it is an implied 
term in such a contract that any act which fell to be done 
under it should not be an illegal act, and that where 
this was the case the contract could not be enforced. 
The authorities quoted in support were Ralli Brothers 
v. Compania Naviera Sota y Aznar ([1920] 2 K.B. 287); 
and De Beeche v. South American Stores, Lid., and 
Chilean Stores, Ltd. ({1935] A.C. 148). Branson, J. 
had refused to accept this argument also and the Court 
of Appeal approved his finding in definite terms, though 
they gave leave to appeal to the House of Lords. 

Quoting Dicey on Conflict of Laws, Mackinnon, 
L.J. said that the “truth is that the principle is an 
application of the one stated with characteristic lucidity 
and precision in that great work,” and he cited rule 
160 at p. 647 as follows: 


“The material or essential validity of a contract 
is (subject to the exceptions hereinafter mentioned) 
governed by the proper law of the contract.” 

and at p. 657: 

“A contract (whether lawful by its proper law or 
not) is, in general, invalid in so far as (1) the 
performance of it is unlawful by the law of the 
country where the contract is to be performed (lex 
loci solutionis) .. .” 


He referred also with approval to Scrutton, L.J. in the 
Ralli Brothers case, as follows: 

“. , . I should prefer to state the ground of my 
decision more broadly and to rest it on the ground 
that where a contract requires an act to be done in 
a foreign country, it is, in the absence of very 
special circumstances, an implied term of the 
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continuing validity of such a provision that the act 

to be done in the foreign country shall not be illegal 

by the law of that country.” 

He held that the lex loci solutionts was English law 
and that the undertaking was enforceable. 

Du Parcq, L.J. agreed with him, except that he 
preferred to base the rule on Dicey’s principle rather 
than on the doctrine of an implied term stated by 
Scrutton, L.J., for he saw 


“a difficulty about talking of an implied term in 
a case where really the provision which is to be 
implied is not, as it seems to me, consensual at all. 
One can test it in this way. Supposing that the 
parties to a contract were to say: ‘It is the law in 
Ruritania that nobody is to have any traffic in a 
certain drug which in England may be freely sold. 
We will contract to sell and deliver to you that 
drug in Ruritania, and it is expressly agreed that, 
although it may be illegal to do that in Ruritania, 
this contract is not to be affected by that illegality.’ 
There would be an express contract which would 
negative any indication to the contrary, so that it 
would be difficult, if not impossible, to say that there 
was any implied term negativing the express term. 
Yet, as it seems to me, the court without hesitation 
would say that that contract, on the principle stated 
by Lord Sterndale and Warrington, L.J., adopting 
the principle of Dicey on Conflict of Laws, would 
not be enforced.” And, most pertinently, “For all 
we know, the defendants may have money due to 
them in London from British creditors, upon 
payment of which they will be in a position to pay 
the plaintiffs’ just demand. In those circumstances, 
I have no doubt at all that it would be quite 
inconsistent with the principle to hold that the 
argument put forward on behalf of the defendants 
should prevail.” 


Atkinson, J. also agreed. 


Revocation of a Will 


Re Marsland, Lloyds Bank Ltd. v. Marsland ([1938] 
3 All E.R. 148) is an interesting decision on whether a 
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covenant not to revoke a will was broken by the 
marriage of the covenantor. One Marsland made his 
will and immediately after entered into a deed of 
separation with his first wife, which deed contained a 
covenant that he would “not revoke the before- 
mentioned will or alter the same so far as regards the 
gift of the half of his estate to his wife and children as 
aforesaid.” He subsequently married again, making a 
new will, and his daughter claimed that he had broken 
his covenant by such re-marriage. The Court of Appeal 
held with Farwell, J. that he had not. The Master of 
the Rolls, delivering the judgment of the Court, gave 
the view that the covenant by the testator not to revoke 
or alter the earlier will “does not amount to a covenant 
by him not to marry again.” The covenant had to be 
construed with reference to the Wills Act, 1837, s. 20 
of which states that a testator can by his own act revoke 
a will—by another will or codicil or destruction animo 
revocandit. Section 18 provides that a will shall be 
revoked by marriage and such revocation takes place 
“not by virtue of some action of the testator directed to 
the revocation ... but as a collateral consequence, 
implied by law, of an action performed alio intuitu.” 
The covenant in question had to be read as confining 
revocation to revocation for that purpose only, i.e. under 
s. 20, and did not extend to the case under s. 18. 


Contributory negligence 


The eighth report of the Law Revision Committee has 
just been published. It deals with contributory 
negligence, and one or two questions which have been 
put to me lead me to think that perhaps the expression 
is misunderstood among bank officials, who may have 
in mind those occasions when a banker has suffered loss 
in circumstances in which the customer has not been 
free from blame, but for which he cannot be held 
responsible in law. 

Contributory negligence does not consist in law of 
all negligence which contributes to a condition of affairs 
resulting in loss. The committee found it desirable to 
define contributory negligence—though it does not 
appear that they had any other reason than that the 
expression might have different meanings, even within 
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its own special sphere. Their comments in this matter 
are worth repeating: 

Negligence may be said to consist in a failure 
to exercise due care in a case in which a duty to take 
care exists. 

In criminal law a person may expose himself to 
a prosecution for failure to exercise due care, e.g. 
for driving a motor car negligently or carelessly 
though no accident was caused by his negligence. 
But in civil proceedings, in order to give rise to 
liability, in addition to the negligence there must 
have been some injury to the plaintiff, and that 
injury must have been caused by the defendant’s 
negligence. However negligent a defendant may 
have been, no liability exists if that negligence was 
not the cause of the accident; e.g. a motorist driving 
at a negligently fast pace may be involved in an 
accident owing to the carelessness of a_ foot 
passenger who steps off the pavement immediately 
in front of him. If, in the circumstances, a motorist 
driving carefully and at a reasonable speed would 
still have been involved in the same accident, the 
excessive speed cannot be said to have caused the 
accident, and the motorist, though negligent, would 
not be liable. In a civil action causation as well 
as injury is a necessary element in liability, though 
negligence may exist apart from liability. 

Just as the expression “ negligence ” may be used 
of a failure to use due care even where it gives no 
cause of action against a defendant, so the words 
“contributory negligence ” are sometimes used even 
in cases where its existence affords no defence to 
a defendant when sued by a plaintiff. If the phrase 
used had been “negligence in the plaintiff” no 
difficulty would arise, but the use of the word 
“contributory ’”’ would seem to indicate that the 
negligence contributed to something. The use of 
the word “contributory ”’ ought to mean that the 
negligence is part of the cause of the accident. 
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Land Registration in Scotland 
By C. J. Shimmins 

N England, compulsory registration of land was first 
| introduced by the Land Transfer Act, 1897, and was 

immediately taken advantage of in the County of 
London, although the opinion of lawyers was mainly 
against registration. Within recent years the area of 
compulsory registration has been considerably extended, 
while those taking advantage of the legislation for volun- 
tary registration have increased rapidly since 1926. In 
Scotland the system of conveyancing is in many respects 
in advance of that in England, since the system of regis- 
tration goes back as far as 1617. In that year a statute 
was passed setting up the Register of Sasines, and it is 
this Register which is the basis of the whole system of 
Scottish conveyancing. The word “sasine” means 
“delivery of possession” and was essential to the com- 
pletion of a feudal right in any heritable subjects, such 
as land and buildings. In earliest times, delivery was 
in principle the sole means of transferring property. 
Since actual delivery of bricks and mortar was obviously 
a physical impossibility, appropriate symbols were 
handed over by the purchaser to the seller (in the case 
of land and houses, the symbols were earth and stone) in 
the presence of witnesses—at one stage in the develop- 
ment of conveyancing practice the witnesses actually 
received a “ beating” to impress on them the solemnity 
of the occasion. The proof of the buyer’s title was 
originally the testimony of the witnesses and the posses- 
sion of the subjects that followed. Later, the superior 
(that is the person who grants a feu or charter) or a 
notary granted a certificate that he had given possession 
and this was equivalent to the subsequent charter and 
sasine, although registration was unknown. 

In course of time the cumbrous method of delivering 
symbols disappeared. A record of the ceremony became 
sufficient—though by that time the ceremony was 
actually no longer held—and the record, known as the 
Instrument of Sasine, was recorded in the Register of 
Sasines. This register is open to the public for examina- 
tion and hence the terms of a grant of land or of any 
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burden thereon are available to everyone. At the 
present day a separate Instrument of Sasine is no longer 
necessary and the registration of a disposition, bond or 
other deed affecting the property is all that is necessary. 

It is well known that bankers look askance at securi- 
ties over heritable subjects and undoubtedly this is one 
reason why much of this type of business has passed to 
the Building Societies (now also serious competitors with 
the banks for deposits). It was George Rae who laid 
down the axiom for the banker, “to take nothing for 
granted of which the proof is within reach.” It may be 
that your customer John Smith is reputed to own his 
house, and, again, you are sure that it is free of any 
bonds, but unless there isspecific evidence tosupport these 
opinions it is better to abide by the advice of George 
Rae and search the Register. In a recent case known 
to the writer, a lady was believed to own a house costing 
£700 and free of any incumbrance. On a search being 
made (which cost only 7s. 6d.) it was discovered that the 
house had been bought for £600 with money furnished 
by a Building Society, which naturally had the house 
disponed to it under an ex facie absolute title. As this 
was her only real asset, she could not be described as 
a suitable customer for an unsecured overdraft, which, 
in fact, she had already got. 

Frequently, banks make searches but the agents of 
the branches infrequently omit to give details which 
would not only save the searcher considerable time, but 
also unnecessary expense. Before explaining the 
procedure for a search the following is an outline 
of the process of registration. A deed may be 
presented for registration at the Sasine Office, 
Register House, Edinburgh, by any member of 
the public or it may be posted to the Keeper of the 
Register. After a copy of the deed has been made in 
the record volume a note is indorsed giving the number 
of the page where it is to be found. The certificate of 
registration is thereupon stamped on the writ and each 
page is stamped with the Sasine Office Seal. The certifi- 
cate is signed by the Keeper himself or one of his 
deputies and by statute this signature is itself sufficient 
evidence that the deed has been duly registered. 
Registration fees are marked on the deed and on these 
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being paid it is returned. Under the Conveyancing Act 
(Scotland), 1924, if a deed is recorded on behalf of a 
person mentioned in the deed, he need not be designed 
in the warrant, and it is sufficient to say “register on 
behalf of the within-mentioned A. B.” Registration may 
be made any time during the life of the party in whose 
favour the instrument is granted. 

As regards searching the register there is some vari- 
ance as to the period for which this should be made, 
although a period of twenty years would now appear to 
be sufficient. It is essential to know the name of the 
party in whose name the property will be registered and 
if possible the date on which the property was purchased 
or acquired. If these dates are not available the indexes 
at Register House over a period of years must be 
examined. When the name of the party has been found 
in the index, a number will be seen opposite. On 
reference to another volume for that year a Printed 
Abridgment of the entry in the actual record volume 
will be found. If necessary this latter volume may be 
obtained and searched on payment of a fee of 2s. 6d., 
although extracts are not allowed except on payment of 
further fees at the rate of 6d. for every 250 words or part 
thereof. It will also be necessary to search the Personal 
Register (that is, the Register of Inhibitions and Adjudi- 
cations) for a period of five years. It is proposed to 
discuss next month the methods of obtaining security 
over heritable subjects in Scotland. 


Roumanian Exports and Agrarian 
Policy 


By V. Dimitriuc 
Chief of the Research Bureau of the National Bank of Roumania 


INCE 8o per cent. of its population lives in villages 
and is dependent upon agriculture for its liveli- 
hood, Roumania must necessarily be considered 

an agricultural country. This being so, it is obvious 
that those responsible for Roumanian economic policy 
must devote special attention to agriculture, particularly 
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in view of the uncertainty and risks which are more 
prevalent in this industry than in any other. Having 
in mind this degree of dependence upon agriculture, it 
is relevant to consider whether the nature of Roumania’s 
present exports is suited to her economic structure. 

In 1913, 80 per cent. of Roumanian exports con- 
sisted of agricultural produce and products closely allied 
with agriculture, such as cereals, foodstuffs, cattle, 
timber, wool, fruits, etc. This was perfectly natural. 
Before the War more attention was given to agricultural 
problems, the land received better cultivation at the 
hands of the big landowners, and moreover there was a 
wider demand for foodstuffs than there is to-day when 
rearmament needs are everywhere given priority. Since 
that time, however, the structure of Roumanian exports 
has changed completely. The following table illustrates 
the changes in export structure from 1913 to 1938: 

RouMANIA’S EXPORT STRUCTURE 


1913 1930 1933 1935 1938 





Class of Export - 
per cent. of the total value of exports 





. Mineral fuel (oil) .. .. 19°60 36-02 52°99 49°IO 40°31 
. Cereals .. ai .. 66°86 32-90 20°48 16-19 22-81 
3. Wood - “s -- 3°54 9°98 6:46 7:96 9°77 
. Cattle act ios -» 0°43 5°97 2:33 4°81 5°14 
. Miscellaneous os -» 9°57 15°13 17°76 21°94 21°97 
It will be seen that Roumanian exports are still 
dependent mainly upon cereals and oil, but whereas in 
1913 the amount of exported oil averaged 19.60 per cent. 
of the total exports, in 1938 it amounted to 40.31 per 
cent. Thus the products of the labour of 16,000,000 
agricultural workers represents only 36 per cent. of the 
total exports of 1938. On the other hand, only a small 
proportion of the population reaps any benefits from 
the 4o per cent. oil exports. 

As Roumania is a debtor country her exports are 
needed both to pay for imports and to meet her financial 
obligations abroad. Consequently she must produce 
those goods for which there is the best market and which 
return the highest prices, rather than those which she 
would normally produce if she were not restricted in 
this way. This explains the large proportion of oil 
exports, which in some years have actually accounted 
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for more than half Roumania’s total exports. Since the 
efficiency of a modern army depends so largely on the 
supply of oil the price of oil actually tends to rise as 
international affairs become more and more involved 
and financial and economic transactions more perilous. 
Every nation is eager to store oil for rearmament pur- 
poses, so that the demand for oil constantly increases 
while that for most agricultural products diminishes. 
To some extent agricultural interests have therefore been 
sacrificed in order to increase the oil exports for which 
there is so great a demand. Methods of cultivation 
remain primitive and the soil is worked very inefficiently. 
Should this state of affairs continue, particularly as the 
laws of inheritance encourage the dismemberment of 
large estates, it is possible that the rural classes will be 
reduced to poverty, a result which would, of course, be 
most unprofitable for the Western exporting countries. 
An agricultural country with large natural resources, 
such as Roumania, with a great capacity for absorbing 
industrial products, would become an attractive market 
for the large industrial countries were she given the 
means to increase her purchasing power. If, on the 
other hand, those countries continue to show no interest 
in Roumanian agricultural products, then the purchas- 
ing power of the agriculturists must remain limited. 
The efforts of the Roumanian Government to deal 
with the unsatisfactory situation in agriculture by main- 
taining the prices of the principal products, such as 
wheat, make clear the consequences for South-Eastern 
Europe of increasing expenditure on armaments in the 
cereal-importing countries, in so far as this restricts 
expenditure on the import of foodstuffs. Instead of 
relying upon importations the industrial countries 
prefer to increase their domestic agricultural 
production, to manufacture substitutes and possibly 
even to restrict consumption by a system of ration- 
ing such as that carried on during the Great 
War. Owing to the abnormal demand for raw 
materials and manufactured goods connected with re- 
armament, the supply scarcely meets the demand and 
the already reduced purchasing power of agricultural 
countries, such as Roumania, is further depressed by 
the increase in the price of those industrial products 
needed by farmers. For example, the great demand for 
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steel, iron, etc., has raised the price of agricultural imple- 
ments and chemicals necessary for farming. 

The policy of export subsidies paid by the State and 
supported by the tax-payers, designed to offset the dis- 
parity between home and foreign prices for agricultural 
products, can afford only a temporary relief. This 
system immediately results in a progressive increase in 
the prices of other commodities needed for agriculture 
and the initial advantage is therefore lost. Moreover, 
rising prices can only further increase the country’s 
difficulties in the export markets. Hence, it is obvious 
that prices of agricultural products cannot in the long 
run be maintained at the necessary high level through 
artificial means. The only real solution to the problem 
of raising the purchasing power of the peasants is for 
the establishment of industries depending on agriculture, 
which will be able to convert primary products into 
finished goods for export. In this way the value of 
Roumanian exports could be raised without harm to 
anybody. Indeed, any increase in the prosperity of our 
farming population would undoubtedly be of advantage 
to the industrial countries, since the latter’s exports 
would increase proportionately. 

Subsidies to Roumanian agriculture, on the other 
hand, merely represent an indirect premium paid on 
manufactured goods sold to that country. The sooner 
this indisputable fact is accepted by the industrial 
countries to which Roumania offers an attractive market 
the better. Because this fact has not so far been appre- 
ciated in industrial countries, the agricultural countries, 
with their reduced purchasing power, have in some cases 
been compelled to adopt a policy of industrialization 
which naturally causes some uneasiness in the industrial 
countries. The consequences of such an industrial 
policy might be of great disadvantage to those countries 
exporting manufactured goods, which on the one hand 
seek to supply agricultural countries with industrial pro- 
ducts, and on the other to build up large industries 
devoted to the processing of agricultural products. 
Obviously, it would be better in the long run to 
encourage the policy of agricultural industrialization in 
agricultural countries through the purchase of their 
finished commodities at higher prices. As it is, the 
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industrial countries prefer to purchase agricultural raw 
products at very low prices in order to finish them them- 
selves, instead of allowing and encouraging the agricul- 
tural countries to build up independent industries of their 
own. Such a policy can only result in the gradual im- 
poverishment of the agricultural countries, which are 
left with no solution but that of “autarchy,” which is 
disastrous for all concerned. 

In view of the present state of our agriculture, 
it is likely that the Roumanian authorities will 
decide to alter the export structure in such a way 
that oil will take second place and agricultural 
products, especially agricultural finished goods, 
will come first. Industrial products will then find a 
better market in Roumania and the industrial organi- 
zation of that country will be carried on without damage 
to the exports of the industrial countries. Only those 
countries which will be prepared to purchase agricul- 
tural finished commodities from Roumania can hope to 
succeed in finding a reliable outlet for their own pro- 
ducts in the Roumanian market. Countries which seek 
to create such outlets simply by supplying the clearing 
accounts with foreign exchange resulting from bulk 
imports of Roumanian oil will never succeed in organi- 
zing a good market for their products in Roumania, as 
oil is not and cannot be Roumania’s basic industry. 

To raise the value of peasant labour would give a 
social as well as an economic problem. Should these 
efforts be misunderstood by the industrial countries, 
there remains, as has been said, but one alternative: 
autarchy. Autarchy is, however, no constructive solu- 
tion even for Roumania, even though she is better placed 
to attain self-sufficiency than any other European 
country. 

Roumania’s desire is co-operation for the mutual 
benefit of herself and of those countries with whom that 
co-operation can be made an instrument of peace and 
of economic and social progress. But this is only 
possible if means are found of raising the value of our 
agricultural products and so improving the livelihood 
of the 16 million peasants who live within Roumania’s 
frontiers. 
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INTERNATIONAL BANKING, 


UNITED STATES 


Plans for New Spending Campaign to 
Combat Depression 


HE likelihood of a new campaign of Government 
spending, rivalling in size the $4,800,000,000 
programme of 1935, has come into strong 

prominence during May. Members of the Government 
are already at work formulating a new programme of 
this kind and the campaign to “sell” a new spending 


spree to the public is already under way. It appears, 
however, that the new plan will differ somewhat from 
its predecessors. Demands for fresh spending have 
arisen because business is at a low ebb, private initiative 
is paralysed and a national election is coming on next 
year. But spending has become an unpopular word; 


and the awkward fact that spending means the continu- 
ance of an unbalanced budget and the creation of a debt 
on a sensational scale is going to be a great nuisance to 
the New Deal in the next Presidential campaign. Asa 
result an effort will be made, in the opinion of nearly 
all competent political observers, to disguise as far as 
possible the connection between Government spending 
and Government debt. 

To begin with, the word “spending,” having achieved 
unpleasant connotations, is to be replaced by the phrase 
“Government investment.” In addition, two schemes 
for avoiding the appearance of deficit financing seem to 
be under consideration : first, various plans for indirect 
spending through Government-guaranteed loans; 
second, the use of the “profit” remaining from the 
devaluation of the dollar and of the seignorage on the 
huge purchases of silver which have been made in 
recent years. 

The direction in which the New Deal is headed has 
been pretty plainly indicated both by the dispatches of 
well-informed Washington correspondents and by the 
utterances of high figures in the Administration itself. 
Among these may be cited above all a recent speech by 








nt 


1g 
nt 
of 


1g 


ye 
ye 
xt 
1; 
Ul- 
bt 


to 


ly 
as 


1S 


se 
es 
to 
ct 
Ss; 


he 


in 


as 
of 
he 
If. 
by 





Ser ERNE PS mn Neem ragTenORNE EME 


Cee ae 


aon sagen 





INTERNATIONAL BANKING 55 





President Roosevelt, in which he frankly abandoned any 
pretence of immediate efforts to balance the budget and 
undertook the most outright defence that he has yet 
attempted of Government spending to maintain con- 
sumer purchasing power. Secretary of Commerce 
Harry L. Hopkins, not long after, indicated his convic- 
tion that private enterprise alone would never be able 
to produce in this country a satisfactory national income. 

Meanwhile, a series of carefully staged hearings has 
been taking place before the Temporary National 
Economic Committee, sometimes called the anti- 
monopoly hearings, in which the thesis was carefully 
built up that revival of the capital markets could not be 
expected to result from yielding to the demands of big 
business. Witnesses from various big industries were 
brought forward to say that their companies did not 
need money from the market but could finance all 
immediate needs themselves, while at the same time 
evidence was introduced that many small business-men 
were willing to borrow long-term money but could not 
secure it. These hearings paved the way for the 
presentation of various proposals for Government- 
sponsored lending agencies or Government guarantees 
of commercial loans by banks. One bill to provide for 
the guarantee by the Government of 90 per cent. of 
business loans of $1,000,000 or less made by commercial 
banks has been introduced in Congress and is strongly 
sponsored by high Administrative officials as a “step in 
the right direction.” This is the Mead Bill, of which 
more will undoubtedly be heard. Beyond this the 
Assistant Secretary of State, A. A. Berle, Jr., has pro- 
posed the creation of capital banks which will provide 
funds to the Government, to States and municipalities 
for public works and to private enterprise for various 
projects, raising the necessary money by sale of securi- 
ties to the public. Marriner S. Eccles, chairman of the 
board of governors of the Federal Reserve System, has 
advocated taking some of the “ profit” remaining from 
the marking up of the price of gold incident to the 
devaluation of the dollar in order to supply initial capital 
for lending institutions of this type. 

Obviously these are merely schemes which, in one 
way or another, would permit the continued expenditure 
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of borrowed money without the inconvenience of having 
the borrowings appear as a direct increase in the Federal 
debt. Which, if any, among the schemes now being 
talked of will ultimately be adopted it is too early to tell, 
but increased spending of one sort or another seems a 
certainty. 

For the time being, the tendency in financial markets 
is to ignore the European political outlook. On the other 
hand, considerable attention is now being paid to the 
prospects of the 1940 elections, although these are still 
seventeen months off. A good many leaders in big 
business and finance have been comforting themselves 
in recent months with the theory that Mr. Roosevelt 
would almost certainly be out of office after next year 
and that conditions would surely be better with anybody 
else in the White House. However, it now seems quite 
possible that the President will seek a third term. The 
Vice-President, Mr. Garner, who has for some time 
disapproved of the more radical policies pursued by the 
Administration, has indicated that he will seek the 
nomination of the Democratic Party whether Mr. Roose- 
velt is a candidate or not, so that there is already in 
prospect a lively contest within the ranks of the pre- 
dominant political party. Their Republican opponents 
are strongly divided and may waste much of their 
strength in internal squabbles before the campaign 
begins. Although it is too early to do more than guess 
whe the candidates will be, it is already clear that the 
campaign and its results will be the dominant influence 
on American business and financial affairs until after the 
election. 

The boom in United States Government securities 
and in gilt-edged corporation bonds has continued un- 
abated. The average return on outstanding Treasury 
bonds having more than twelve years to run declined 
to 2.13 per cent. by the end of May, against 2.26 per cent. 
a month earlier. With the easing of the political tension 
in Europe, on the contrary, there has been a marked 
slowing down of the influx of gold to the United States. 
Total imports of the metal in New York in May 
amounted to $416,100,000, of which $313,500,000 came 
from England, $41,700,000 from Belgium, $40,400,000 
from Holland, $11,400,000 from Canada and _ the 
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remainder from various countries. A large part of these 
imports went directly into earmark instead of entering 
the monetary gold stocks of the United States. Gold 
held under earmark here for foreign account increased 
$250,000,000 in the month to $1,020,000,000. 

Excess reserves of the banking system, having 
advanced to a record high of $4,300,000,000 on May 24, 
declined $80,000,000 in the following week owing to the 
temporary influence of month-end expansion of money 
in circulation. The commercial banks have shown a 
further large rise in their deposits, but their earning 
assets have declined, especially commercial loans and 
securities other than those of the Government. The 
following table shows the position of reporting member 
banks of the Federal Reserve System in ror leading 
cities :— 

(In millions of dollars) 


Increase or decrease since 
May 31, April 26, June I, 


1939 1939 1938 

Demand deposits adjusted .. .. 16,965 + 223 + 2,376 
Deposits of foreign banks .. ee 635 — 4 + 320 
Total loans and investments «. 21,680 — 95 + 1,144 
Commercial, industrial and agricul- 

tural loans .. ap a -. 3002 — 22 — 170 
Loans to brokers... es e- 721 + 186 + 178 
U.S. Governments, direct and in- 

direct a Se oa os -RO@oa — 8 + 1,037 
Other securities dia én i 3,262 + 113 + 315 
Reserves ee eis a ccs 8,449 + 192 + 2,197 

FRANCE 


Resounding Success of New Loan 
By Michel Mitzakis 


OWARDS the end of May the French Government 
carried out two major financial operations— 
the placing of the Internal 1939 5 per cent. Loan 

and the consolidation of French short-term external 
indebtedness on the Swiss and Dutch markets. As the 
Minister of Finance confirmed in his broadcast of 
May 15, the nominal amount of subscriptions to the Loan 
exceeded 10,646 million francs, 6,034 million francs 
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having been subscribed in cash, and the balance of 
4,612 million francs allotted against Treasury Bonds or 
bonds of the Caisse Autonome having from six months 
to two years to run. 

Not only did the amount of the loan constitute a 
record for the last eleven years, but the terms of issue— 
5 per cent. at 98, redeemable in 40 years, giving a net 
yield of 5.12 per cent. with no gold or exchange 
guarantee—indicate the remarkable revival of confi- 
dence in the State and in the French currency since 
November, 1938. The extent of this recovery is evident 
when these terms are contrasted with the 8.54 per cent. 
which the Treasury has to bear on the 1937 4% per cent. 
loan, issued with an exchange guarantee during the 
tenure of office of the Popular Front Government. The 
rapidity with which the Loan was absorbed by the public 
is also worthy of note. The position was far different 
in the case of the loans issued up to 1937, when the banks 
responsible for placing certain portions found great 
difficulty in distributing their quotas among their 
customers, and the unplaced portions of the Loan 
remained for many months a depressing influence on 
the quotations for fixed-interest-bearing securities and 
on the gilt-edged market generally. The issue of the 
1939 5 per cent. Loan, on the contrary, has not resulted 
in any fall in the price of other Government stocks, which 
even showed some improvement up to the first week in 
June, when renewed apprehensions as to the course of 
international affairs, particularly in Spain and Danzig, 
and the continued delay in the negotiations with Russia, 
caused a slight fall in this section of the market. 

Thanks to the easy conditions in the money market 
this big financial operation did not cause any disturbance 
in interest rates, which remained unchanged at around 
2 per cent. Day-to-day money merely became a little 
tighter for several days, reaching 1} per cent. at the end 
of May, but again falling to an average of 14 per cent. 
during the first fortnight in June. Generally speaking, 
the short-term money market has experienced little 
activity since the beginning of June. Although funds 
are abundant, they are not so excessive as to cause a 
new fall in rates. Recent international events are still 
far from being so reassuring as to attract hoarded capital 
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into active circulation, and so to allow the Reynaud plan 
to enter on a fresh phase in monetary expansion. 
The return of the Bank of France for the week ended 
June 1 (that is, prior to payments in respect of sub- 
scriptions to the Treasury Loan) showed an appreciable 
reduction in notes in circulation, as compared with the 
figures for the beginning of May, viz:—122.9 milliard 
francs as against 125.3 milliards, a reduction of 2.4 
milliards. The total of current accounts, on the other 
hand, had increased by about 1 milliard during the same 
period, so that total sight liabilities were not reduced by 
more than a milliard, the proportion of gold reserve 
thus increasing during the month from 63.15 per cent. 


to 64.25 per cent. only. 
End End End 
Mar. April May 


(In million francs) 








ASSETS 

Gold .. i - v ae .. 87,265 92,265 92,266 
Currency reserves .. as a - 739 741 739 
Commercial bills ‘i - a te 7,805 7,493 6,094 
Advances on securities xs wi ‘ 3,331 3.440 3,511 
30 days’ advances .. on 17I 293 357 
Loans to the State without interest j I0,000 10,000 10,000 
Provisional advances to the State without 

interest .. ‘i - = .. 20,627 20,576 20,576 


LIABILITIES 


Notes in circulation .. j a .. 119,748 125,352 122,900 
Current and deposit accounts a .. 20,657 19,460 20,709 
including— 
Treasury Account ia ce $3 1,803 1,823 2,103 
Sinking Fund cui as fe ie 2,151 2,075 2,085 
Private accounts .. ne bi .. 16,538 15,427 16,404 
Total sight liabilities . .. 140,405 144,813 143,609 


Proportion of gold reserve to sight liabilities 62: 15% 63°15% 64°25% 


Since June 1 the weekly returns of the bank of issue 
have been affected by transactions arising from 
payments :o the Treasury in respect of the new Loan. 
The central bank gave its support to the market, partly 
by means of rediscount facilities, increasing its portfolio 
by 884 millions between June I and June 8, partly by 
means of 30 days’ advances on public securities, which 
increased by 487 million francs during the week in 
question, and partly by the purchase of securities, this 











THE BANKER 





60 





item showing an increase of 216 millions for the period. 
In spite of these transactions, the note circulation— 
which, as has been seen, was contracting during 
May—further fell to 121,287 million francs. The 
Treasury’s current account showed an increase of 1,445 
millions, representing part of the proceeds of the loan, 
the remainder having been paid into the exchange 
equalization account. Other current accounts increased 
by 1,405 million francs. Total sight liabilities having 
thus risen by 1,195 million francs, the proportion of gold 
reserve to sight liabilities fell from 64.25 per cent. to 
63.72 per cent. at June 8. 

The second important operation carried out by the 
French Treasury recently was the consolidation of French 
short-term external indebtedness in Switzerland and 
Holland. This operation was carried out in two stages. 
In the first stage, a Dutch group headed by Mendelssohn 
and Co. took firm 155 million florins of French Treasury 
Bonds at 4 per cent. for six years. These three months 
bonds, renewable 23 times, are payable at the option 
of the holder in florins, Swiss francs or dollars at a 
parity fixed as follows: Fl. 100,000—Sw. Frs. 238,550= 
$53,745. This loan consolidates— 

I. 100 million florins of bonds matured May 31, 
1939, redeemable in florins or gold. 

2. 35 million florins of bonds maturing July 20, 
1939, redeemable in florins only. 

3. 20 million florins of bonds maturing August 2, 
1939, redeemable in florins or dollars. 

In the second stage, the same group, participating 
equally with a Swiss group headed by the Crédit Suisse, 
eftected the conversion for a 6-year period of 100 million 
florins of bonds and notes issued by the Treasury and 
the French Railways. These new obligations have been 
issued in the form of 3% per cent. bonds at 97} 
and are repayable at the option of the holder in florins, 
Swiss francs or dollars at a fixed parity of Fl. 100,000= 
Sw. Frs. 238,500=$53,700. The date of subscription is 
June 7 and the date of payment July 5. 

The four principal deposit banks—the Crédit 
Lyonnais, the Comptoir National d’Escompte, the 
Société Générale and the Crédit Industriel et Commercial 
have just published their figures for the end of May. 
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It is interesting to compare their consolidated balance 
sheets with the position at September 30 last, when the 
general situation had led the banks to put themselves 
in as liquid a position as possible. It will be observed 
that the cash rate has been kept above Io per cent. and 
the ratio of liquid assets above 80 per cent. if bills 
rediscountable at the Bank of France are included. The 
latter increased by io milliard francs between Septem- 
ber 30, 1938, and March 31 last, side by side with the 
economic revival and the progressive trend towards 
normal political and social conditions. It will be noted 
that over this troubled period deposits steadily increased 
by 7 milliard of francs. 


Chief items of the consolidated balance sheets of the four principal deposit 


banks 

Mar. 31, Jan. 31, Sept. 30, 

1939 1939 1938 

(In millions of francs) 

ASSETS 
Cash in hand .. - - - -- 3,745 3,510 4,649 
Deposits with other banks .. ue a 2,785 3,132 3,210 
Commercial bills .. oa ie -. 23,803 21,918 13,840 
Short-term advances - as es 956 1,204 1,215 
Overdrafts  .. és ‘a es -- 6,971 7,370 8,561 
LIABILITIES 

Current accounts and deposits .. -- 34,793 33.443 27,868 
Bills payable . . ‘ - ih en 541 643 677 
Capital ‘a inl - wi “ I,I93 1,183 ~— 1,182 
Reserves ai oie + i is 1,708 1,708 1,708 


Among the recent shareholders’ meetings of the big 
banks held at the end of last month, attention may be 
drawn to that of the Banque de I’Indo-Chine (the bank 
of issue for the colony) at which accounts were approved 
for 1938 showing net profits of over frs. 69 millions. This 
sum exceeds the published profits for 1938 of the second 
largest deposit bank in France, and permitted an 
increase in the dividend from 210 francs to 240 francs. 
These results were achieved in spite of a 26 per cent. 
rise in general staff expenses and State dues. The 
directors’ report particularly emphasizes the consolida- 
tion of the prosperous position in Indo-China during 
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1938, in spite of a large fall in the output of rice, happily 
offset by a rise in prices. The favourable balance of 
trade reached nearly a milliard francs, thanks to a 
noteworthy increase of over 36 per cent. in rubber 
exports. 

Although the latest returns show an appreciable 
increase in receipts from taxes in France during April 
as compared with the corresponding period of last year, 
these still fall short of budget expectations. Receipts 
from indirect taxation, monopolies and customs in April, 
1939, were lower by 118 million francs than estimated, 
but higher by about 955 millions than the receipts for 
April, 1938. As regards the general budget position, 
receipts for April, 1939, reached the satisfactory figure of 
4,771 million francs. 

Imports and exports for the first five months of 1939 
totalled 35,526 million francs, as against 31,099 million 
francs for the corresponding period of 1938, an increase 
of 4,426 millions, of which 3,122 millions in respect of 
exports and 1,252 millions in respect of imports. The 
balance of trade has thus improved, the deficit for the 
five months having been reduced from 7,778 millions to 
5,863 millions. But in quantity the volume of trade 
has decreased notwithstanding this increase in value. 
The reduction in tonnage is particularly noticeable in 
the case of exports, which declined from 20,711,000 tons 
to 18,048,000 tons. Industrial production shows an 
improvement which the Prime Minister, in his speech 
to the Radical Party, refused to attribute solely to 
expenditure on armaments. Whatever the cause, the 
index of general production (1914—100) rose from 71 in 
August, 1938, to 86 in December, 1938, and from 88 in 
January, 1939, to 94 in May, 1939. The index for the 
production of electric power (1928—r100) has also risen 
from 131 in April, 1938, to 162 in April, 1939. The 
output of pig-iron rose successively from 571,000 tons in 
January to 681,000 tons in May. Steel production 
similarly increased from 593,000 to 706,000 tons. 

It is to be regretted that this progress, in many 
respects so admirable, has not found any enduring 
reflection on the Paris Bourse. Apart from those fixed- 
interest securities which at the first alarm are supported 
by official buying, the best French equities still remain 
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in the hands of professional holders and do not yet 
attract at their low levels any large buying on the part 
of private investors. This vulnerability of the market 
renders it too sensitive to foreign influence. To this must 
be attributed the weakness during the week preceding 
the last account day on June 15 which quite wiped cut 
the promising rises in quotations of the second fortnight 
in May. 


SWEDEN 


How Sweden Would Counter 
Inflation 


By Our Correspondent 


R. R. W. B. CLARKE’S article in THE BANKER 
M and the articles in The Economist regarding the 
danger of inflation in Great Britain have not 
escaped the attention of Swedish economists. The 
question how Sweden would meet the effect of a British 
inflation has, in fact, been discussed in the Swedish Press. 
As yet no signs of an inflationary movement have 
appeared in this country. Wholesale prices remain 
about stable, the index of wholesale prices having fluctu- 
ated during the first quarter of the year between 121 
and 124 (100 = average 1913). From previous state- 
ments made by the Minister of Finances it appears that, 
in case an inflationary price movement in Great Britain 
should spread to this country and seriously affect the 
cost of living in Sweden, the Bank of Sweden would not 
hesitate to lower the present sterling rate. Since so far- 
reaching a step would injure the competitive power of 
Swedish products abroad, it would certainly be under- 
taken only in close co-operation with the other Northern 
countries, or at least with Norway and Finland, since 
Denmark is in a somewhat special position on account 
of her large exports of agricultural products to the United 
Kingdom. Any rise in the exchange value of the krona 
would obviously tend to increase unemployment both in 
export industries and in industries producing for the 
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home market in competition with foreign producers. 
The effect of this would partly be compensated, how- 
ever, by lower prices for imported goods, particularly 
for raw materials, semi-finished goods and machinery. 
As the reaction on Sweden of an inflation in Britain 
cannot be entirely offset by a reduction of the sterling 
rate in Sweden, the Government would have to consider 
other measures to bring about a contraction of the 
Swedish money market. Such measures have long ago 
been decided upon and were in fact adopted in May, 
1937, by the Riksdag in the shape of special emergency 
regulations to be applied by the Bank of Sweden if this 
should become necessary. Should these internal 
measures, together with a manipulation of the exchange 
rate, not prove sufficiently effective to check an upward 
price movement—and it may be doubted whether they 
would do so in the long run—Sweden would have to 
adopt restrictive measures such as the rationing of 
certain consumption goods, of labour and raw materials, 
the control of private investment, and other measures, 
which would interfere with the normal course of 
business. 

During May the ease of the Swedish money market 
became less pronounced. Cash holdings of the joint- 
stock banks declined by nearly kr. 100 millions to kr. 543 
millions, while aggregate deposits fell from kr. 4,464 
millions to kr. 4,443 millions, chiefly on account of a 
reduction in short-term deposits. Demand for fresh 
credit accommodation is gradually increasing and rose 
in May by kr. 32 millions to kr. 4,501 millions. The 
outstanding feature is still the increase in mortgage loans 
and building credits, which reached a new high record 
of kr. 2,138 millions. Foreign liabilities of the joint-stock 
banks at the end of May stood at kr. 399 millions, against 
foreign assets (including foreign bonds) aggregating 
kr. 349 millions. At the same time, the Bank of Sweden 
has reduced its holdings of foreign bonds by kr. 4 mil- 
lions to kr. 46 millions and its foreign bill portfolio by 
kr. 66 millions to kr. 87 millions, while her balance with 
foreign banks stands at kr. 460 millions. As a result 
foreign assets of the Bank of Sweden and of the Swedish 
joint-stock banks at the end of May amounted to kr. 543 
millions, compared with kr. 580 millions a month earlier. 
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The gold reserve of the Bank increased in May by 
kr. 12 millions to kr. 759 millions. 


Eastern Banking Notes 
Rupee Exchange and Gold Exports 


HE beginning of the slack season in Indian export- 
ing centres has brought about the usual tendency 
for the rupee exchange to droop slightly. After a 
period in which the weekly sterling tenders to the 
Reserve Bank showed irregularity, the Reserve Bank on 
May 13 dropped its tap rate for sterling from Is. 5 33d. to 
Is. 542d. and announced the discontinuance of sterling 
tenders until further notice. Since then the exchangerate 
has moved round about is. 5gd., though towards the end 
of June, owing to larger gold exports from India, the rate 
improved somewhat. It is to be noted that the Reserve 
Bank is still purchasing gold in the Bombay market 
whenever the price is suitable. This practice started in 
November last and some Rs. 0 crores-worth had been 
purchased by the end of March. This gold is being 
stored in Bombay for account of a purchaser abroad, 
generally assumed to be the Bank of England. These 
transactions might obviously be developed by the 
Reserve Bank into a new technique in the acquisition 
of sterling abroad (the Reserve Bank’s account in 
London being credited with the cost of gold paid for in 
rupees in India). There is, however, no evidence that 
this is in fact being done at the moment, payment for 
the gold being effected by the purchase of rupees in the 
London exchange market. Thus the rupee exchange 
benefits from these rupee purchases in exactly the same 
way as if the gold had been exported. Nevertheless, so 
long as there is gold available in India for purchase it 
would not be difficult for the Reserve Bank, should its 
sterling resources become considerably depleted, to use 
this easy means of replenishing its London balances 
from time to time without recourse to penal interest rates 
in India or the raising of East India loans in this 
country. 
Another consequence of the slack season has been a 
sharp fall in recent weeks in money rates in Bombay 
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and Calcutta. In the middle of May the three months 
Treasury Bill of the Central Government offered a yield 
of about 2 per cent. This has now fallen to § per cent. 
and looks like going even lower under the influence of 
a plethora of funds. Conversely, gilt-edged prices have 
rallied, the irredeemable 33 per cent. paper being now 
quoted at 97. On July 15 the Central Government are 
repaying about Rs. 20 crores of 5 per cent. 1939/44 loan 
and though at the moment of writing there has been no 
indication how this will be done it is almost certain that 
a new loan will have to be issued. In view of the inherent 
strength of the gilt-edged market in India it is unlikely 
that the terms offered will exceed a 3 per cent. basis for 
a 15- to 20-year loan. 


SPAIN 
Negotiations for a Large Loan 


N interesting development during the month under 
A review was the initiation of negotiations concern- 
ing a loan for Spain said to be for the large sum 
of £20,000,000. The international banking group 
interested in the operation is headed by Mendelssohn & 
Co., Amsterdam. Contact was established with the 
British and French Governments, without whose 
approval and support the transaction would be impos- 
sible. While neither British nor French official circles 
committed themselves, they were in favour of the 
possibilities being investigated by a mission headed by 
M. van Zeeland, which would proceed to Spain as soon 
as the preliminary exchanges of views had reached a 
sufficiently advanced stage. The withdrawal of German 
and Italian troops from Spain will remove one of the 
main obstacles to the progress of the negotiations. 

It goes without saying that the banking group in 
charge of the operation would have to obtain active 
British and French Government support, for otherwise 
it would be out of the question to issue so large an 
amount of Spanish stock. Apart altogether from the 
disturbed internal political conditions and the obscure 
international outlook, the investors of the creditor 
countries are not used to absorbing Spanish issues, and it 
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would be difficult to place even a small amount without 
British and French Government guarantee. Such 
guarantee would obviously not be forthcoming unless 
adequate political guarantees were given in return. 


SLOVAKIA 


Even though the disturbances that accompanied the 
establishment of German protectorate over Slovakia 
came to a standstill, unrest continued to prevail. The 
withdrawal of deposits therefore continued, partly as a 
result of the anti-Jewish measures adopted by the Slovak 
Government under German pressure. To save the 
banks from this drain, the Government decreed a partial 
moratorium, by which withdrawals from any one 
account are to be limited for the time being to 1,000 
crowns at a time, with a maximum of 2,000 crowns for 
a month. 


JUGOSLAVIA 


Negotiations are in progress regarding the Jugoslav 
National Bank’s purchases of reichsmarks. In October 
it was agreed that the National Bank should maintain 
the exchange rate at 15.50 dinars. By January the bank 
had been forced to buy such a large amount of reichs- 
marks to that end that it decided to discontinue its 
purchases, whereupon the exchange rate fell to 13.80. 
The German Government now insists upon a higher 
exchange rate and the resumption of the purchases at 
that rate. As a result of the decline in the exchange 
rate German purchases of Jugoslav goods decreased in 
spite of pressure from Berlin for an increase. 


ROUMANIA 


The Anglo-Roumanian agreement, concluded as a 
result of the Bucharest visit of Sir Frederick Leith-Ross, 
contains a clause which is of considerable importance to 
bankers, as it is likely to be followed in the case of other 
countries with restricted exchange. As is well known, 
many countries with exchange restriction have, in 
addition to the fixed official exchange rate, also a fluctua- 
ting unofficial exchange rate at which importers and 
exporters are authorized to transact business. While the 
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official rate is usually overvalued, the unofficial rate is 
more in accordance with genuine market tendencies, and 
it enables exporters to sell their products in countries 
with free exchange. A great disadvantage is, however, 
that the fluctuating unofficial exchange has no forward 
market which would enable merchants to cover them- 
selves against losses through fluctuations. With the 
adoption of restrictions the forward market was killed, 
and no new forward market was allowed to develop. 
The new Anglo-Roumanian agreement provides, how- 
ever, for arrangements by the Roumanian authorities to 
establish a market for forward exchange dealings in 
sterling. It seems probable that the example will be 
followed by other Balkan countries, which will be 
helpful to their trade with Great Britain. 


Appointments and Ketirements 


Lloyds Bank 

Mr. W. J. Sowerby, sub-manager of Great Portland 
Street, W.1, branch, has been transferred to the head 
office. He is succeeded by Mr. A. E. Dawes, of the head 
office. Mr. H. W. L. Loader, manager of Belgrave 
Road, S.W.1, branch, has been transferred to the branch 
at High Holborn, W.C.1, in succession to Mr. F. C. 
Kennish, who is retiring. Mr. R. E. Harbord, manager 
at Regent Street, succeeds Mr. Loader at Belgrave Road, 
S.W.1. Mr. R. A. Miller, of the head office, becomes 
manager at Regent Street. 

Mr. A. L. Barber, from Newent, has been appointed 
manager at Bath (C. & C.) branch. Mr. J. W. Smith, 
from Colmore Row, Birmingham, has been appointed 
manager at Blackburn branch on the retirement of Mr. 
J. W. Phillips after 42 years’ service. Mr. E. J. Lafford, 
from Cheltenham, has been appointed manager of 
Brislington branch, Bristol. At Chesterfield branch, 
Mr. B. T. W. Moreton, from Markets branch, Rugby, has 
been appointed manager. Mr. L. W. E. Webber suc- 
ceeds Mr. A. P. Rivers as manager of Clapham branch, 
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S.W., on the retirement of the latter owing to ill-health. 
Mr. H. R. Yates, from Chesterfield, has been appointed 
an assistant manager of Colmore Row branch, Birming- 
ham. Mr. C. W. Austin, from Holloway Road, N., has 
been appointed manager of Eastcheap branch, E.C. 
Mr. A. E. Score, from Bath (C. & C.), succeeds Mr. W. E. 
Lawrey as manager of George Street branch, Plymouth, 
on Mr. Lawrey’s retirement after 44 years’ service. Mr. 
A. J. Faux, from Eastcheap, E.C., has been appointed 
manager of Kensington branch, W. Mr. C. W. C. 
Charles, from Lichfield, has been appointed manager of 
Newent branch. On the retirement of Mr. F. B. Watton, 
Mr. W. S. Hill-Reid, from Kensington, W., becomes 
manager of West Southbourne branch, Bournemouth. 


Martins Bank 


Sir John H. Grey has been elected to a seat on the 
Manchester board of the bank. Sir John Grey, who is 
the chairman of John Grey Ltd., has had a life-long 
connection with the Lancashire cotton industry. He is 
vice-chairman of the Lancashire Cotton Corporation 
Ltd., chairman of the Burnley Building Society and is 
on the Manchester board of the North British and 
Mercantile Insurance Co. Ltd. 

Mr. H. L. Roberts has been appointed manager of 
the London West End Office’s Trustee Department, Mr. 
H. Elphee manager of Leeds Office’s Trustee Depart- 
ment, Mr. A. G. Bullen manager of Newcastle-upon- 
Tyne Office’s Trustee Department and Mr. A. R. Clough, 
from London Trustee Department, manager of Kendal 
branch’s Trustee Department. 

Mr. C. N. C. Windle, from Head Office, has been 
appointed manager of the new branch at Cheltenham 
which was opened on June 1, 1939. Mr. E. D. R. 
Whittaker, from Sheffield, has been appointed manager 
of the new branch at Guildford which was opened on 
June 12, 1930. 

Mr. R. B. Bedford, from Manchester District Inspec- 
tion Staff, has been appointed manager of Heaton 
Chapel branch in succession to Mr. C. S. Boden, whose 
appointment to the management of another branch will 
take effect later. 
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National Bank of Australasia 

Sir James A. M. Elder and the Hon. Sir Frank G. 
Clarke have been re-elected chairman and _ vice- 
chairman respectively for the ensuing year. 


National Bank of Egypt 
Sir Henry Barker, of Alexandria, has resigned from 
the board. 


North of Scotland Bank 


At London Office the following appointments have 
been made: Mr. Thomas M. Stephen, manager at 
London Office, has retired after long and valued service. 
Mr. James G. Blackall, deputy manager, and Mr. 
Frederick J. Ogston, manager of the bank’s Trustee 
Department, have been appointed joint managers. Each 
will sign individually as manager. Mr. George A. Smith, 
accountant at Market branch, Aberdeen, has been 
appointed acountant with authority to sign official docu- 
ments “ pro manager ” in place of Mr. Peter J. E. Taylor, 
who has been transferred to a post at Head Office on 
account of health. Mr. Taylor’s authority to sign for 
the manager at London Office is accordingly cancelled. 

At Head Office, Mr. John Y. Minty, an inspector of 
branches, has been appointed manager of the Trustee 
Department. He will sign on behalf of his department 
as “trustee manager” but his authority to sign for the 
agents of the bank and for the managers at Edinburgh, 
Glasgow and London will now cease. Mr. David Smith, 
an assistant inspector, has been appointed an inspector of 
branches, with authority to sign for the agents of the 
bank and for the managers at Edinburgh, Glasgow and 
London. 

At Lossiemouth branch, Mr. Alfred G. Forbes, agent 
at this branch, has retired. Mr. John W. Diack, agent 
at Anstruther branch, succeeds him as agent. 

Mr. James T. Taylor, accountant at Edinburgh Office, 
has been appointed agent at Anstruther branch. 


Union Bank of Scotland 


Mr. George H. Ewing, manager at Kensington 
branch, London, has retired and is succeeded by Mr. 
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George L. Simpson from the Inspector’s Department, 
Head Office, Glasgow. 

Mr. John R. Mackenzie, agent at Macduff branch, has 
retired and is succeeded by Mr. John W. McNab. Mr. 
McNab will continue to act as agent at Banff branch. 


Westminster Bank 


The retirement is announced of Mr. Walter Bentley, 
a joint general manager of the bank, after 48 years’ 
service. Mr. Bentley, who began his banking career 
with the old London and County Banking Company, 
which amalgamated with the London and Westminster 
Bank in 1909, held the position of inspector of branches 
for many years. Before becoming a manager he was 
superintendent of branches of the amalgamated bank, 
and in 1930 was appointed a general manager in control 
of the Metropolitan branches of the bank. 


New Branches 
Lloyds Bank 

A new branch has ben opened at Dolphin Square 
(The Arcade, Dolphin Square, Grosvenor Road, S.W..1), 
a sub-branch to Belgrave Road branch, S.W. 

A new branch has also been opened at Wythall (265, 
Alcester Road, Drakes Cross, Wythall), under the super- 
vision of Mr. F. N. Round, manager of the King’s Heath 
branch, Birmingham, to which this new office is a sub- 
branch. 


Mercantile Bank of India 
An agency has been opened at Jaffna, Ceylon. 


United Dominions Trust 

United Dominions Corporation (South Africa), 874, 
St. George’s Street, Cape Town, and at New Mutual 
Buildings, Commissioner Street, Johannesburg, have 
opened a new branch at 45, Beach Grove, Durban. 
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Books 


MoNEY AND BANKING, 1938-39. Published by the LEAGUE 
oF Nations. Vol. I.—MONETARY REVIEW. 
Vol. II.—CoMMERCIAL AND CENTRAL BANKS. 
(London, 1939: Allen & Unwin. Price §s. for 
Vol. I and 6s. for Vol. IT.) 


THE Economic Intelligence Service of the League 
continues to supply the world with invaluable statistical 
and factual material on monetary and banking develop- 
ments. Its annual volumes have become indispensable 
for the reference libraries of banks, and the publication 
of a new volume, with its wealth of up-to-date informa- 
tion, is always a welcome event. It is to be hoped that 
considerations of economy at Geneva will not be allowed 
to interfere either with the quantity or with the quality 
of the financial publications of the League. The present 
year book covers a very interesting period, and covers 
it remarkably well. The table showing the percentage 
increase in the volume of money in various countries 
during the last three years is particularly instructive. It 
is interesting to observe that the hoarding associated 
with the political crises last year led to a sharp increase 
in the volume of currency in a large number of coun- 
tries. There was, on the other hand, no uniform 
tendency towards any increase in commercial bank 


deposits. 


SECURITY—CAN WE RETRIEVE IT? By SIR ARTHUR 
SALTER. (London, 1939: Macmillan & Co. Price 


8s. 6d. net.) 


In addition to presenting a great deal of interesting 
economic material, this book clearly shows that Sir 
Arthur Salter, as well as being a good economist, is also a 
brilliant writer on political subjects, especially on their 
personal aspects. His portraits of the leading British 
politicians who played a part before, during, and after 
the September crisis approach at times the high standard 
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set by Mr. Keynes in his immortal “ Economic Conse- 
quences of the Peace.”” Sir Arthur Salter’s summing up 
of Sir John Simon deserves particular attention. His 
theory is that to be a brilliant lawyer is a serious limita- 
tion for a statesman. For when a case is brought to 
counsel all the action is already over. The question 
presented to him is not “What shall be done?” but “How 
shall what has already happened be so presented as to 
make the verdict favourable to my client?” According 
to the author, when an awkward situation was presented 
to Sir John Simon as Foreign Secretary, his reaction to 
it was not to find a way to deal with it, but primarily to 
find a way to make an unpleasant situation look less 
unpleasant. Although Sir Arthur Salter wrote these 
passages some months ago, they assume a highly topical 
character in connection with Sir John Simon’s attitude 
in the matter of the surrender of Czech gold to Germany 
by the B.LS. 

Sir Arthur’s judgment of ex-Civil Servants such as 
Sir John Anderson is perhaps biased in favour of the 
caste to which he himself belonged during the greater 
part of his career. Although his frankness in analysing 
various politicians is praiseworthy, his boldness is not 
without discrimination. In the whole volume there is 
no reference to Sir Horace Wilson, although a descrip- 
tion of the Munich surrender without any reference to 
him is very much like Hamlet without the Prince—or, at 
any rate, the gravedigger. 


ROBBERY UNDER LAW: THE MEXICAN OBJECT-LESSON. 
By Evetyn WaucH. (London, 1939: Chapman 
& Hall. Price ros. 6d. net.) 


Tuts book should be of value to all those interested 
in Mexico, where the position of foreign enterprise has 
long been so unsatisfactory, culminating in the Presi- 
dential decree which confiscated the properties of the oil 
companies representing British, Dutch, American and 
other foreign shareholders valued at about £80,000,000. 
Mr. Waugh went to Mexico a Conservative; all he saw 
there strengthened him in his opinions. 
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THE STATESMAN’S YEAR-Book. Statistical and Historical 
Annual of the States of the World for 19309. 
Edited by M. Epstemn, M.A., Ph.D. (London, 
1939: Macmillan & Co. Price 2os. net.) 


THE seventy-sixth issue of this valuable reference 
book makes its appearance. The territorial changes in 
Central Europe which took place during 1938 are fully 
dealt with, and the situation in Czecho-Slovakia is 
described as it had developed by the end of March of 
this year. As usual details of the finance, production 
and industry, government, history, area and population 
of every country in the world are included, revised and 
brought up to date. This year there are two excellent 
maps, one showing the changes in Central Europe which 
have taken place up to March, 1939, and the other 
depicting the Burma-China Road. The publication of 
these maps each year is undoubtedly of great value, as 
they serve to illustrate matters of topical interest. 


THE RED Book OF COMMERCE, OR WHO's WHO IN 
BusINESS, 1939. (London, 1939: Grosvenor 
Press. Price 36s. net.) 


THE 1939 edition of this annual reference book has 
just been published. It gives details of the history and 
operations of many thousands of British firms, together 
with the names of their directors and partners. A new 
feature has been introduced—an alphabetical list of the 
names and addresses of the chief Trade and Professional 
Associations and Information Bureaux covering almost 
every branch of commerce and industry. First 
published in 1906, it is a most useful work of reference. 
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75 
Bank Meeting 


OTTOMAN BANK 
DIVIDEND MAINTAINED. 
SIR HERBERT LAWRENCE'S REVIEW. 


HE annual general meeting of the 
Ottoman Bank was held on June 20 at 
Winchester House, London, E.C. 

Gen. Hon. Sir Herbert A. Lawrence, 
G.C.B., who presided, said that there was 
no need to remind the shareholders of the 
serious events which had marked the 
year 1938. The continual threats of war 
paralysed all spirit of enterprise, and 
capital was everywhere disinclined to 
engage in long-term commitments. It 
turned, seeking an escape from recurring 
risks, from one currency to another—when 
it did not sterilise itself in gold. These 
sudden migrations of capital exercised a 
steady pressure on all currencies and in 
the end succeeded in weakening the 
soundest of them 

THE REGIME OF RESTRICTION 

The business of the bank and its sub- 
sidiary and allied institutions was faced 
with difficulties of a special nature, work- 
ing as they did in countries which were 
exporters of primary commodities, and 
therefore dependent upon world prices. 
Moreover, some of the countries in the Near 
East exported commodities for which suff- 
cient markets could not be found, even at 
world prices, in countries with a free 
exchange As a result they had _ been 
forced to look to Germany, and to a lesser 
degree to Italy, to find a remunerative 
outlet for their products, and had concluded 
with those totalitarian Powers a whole net- 
work of clearing agreements. Meanwhile, 
until a remedy was found these countries 
were more and more involved in_ the 
régime of restriction, control and autarky 
which the States in question had adopted 
is the means of mobilising permanently 
their resources of every kind. It was no 
more possible to withdraw funds from 
rurkey than from Greece, Iran, Yugo-Slavia 
or Rumania, or to make a transfer from one 
account to another without permission of 
the authorities 

In spite of so unfavourable an atmosphere, 
1e bank’s profits, reaping the benefits of 
reorganization carried out by their various 
managements, showed a very perceptible 
dvance on those of preceding years. In 
reality the results had been very much 
better than those shown by the published 
cccounts, and had allowed them, without 
touching the reserves, to cover the depre¢ ia- 
tion in exchange and in investments caused 
by the circumstances just mentioned. 
Unfortunately, it continued to be almost 
Impossible to obtain the transfer of profits 
earned. But for this factor they would have 
been in a position to envisage a substantial 
Increase of dividend instead of maintaining 
It at the previous figure. 


TURKEY AND EGYPT 
As to the position in Turkey, the arrange- 


+} 


ments in course of conclusion between Great 
Britain and Turkey and France and Turkey 
were a source of the keenest satisfaction, 
and it was to be hoped that the object they 
had in view, the maintenance of European 
peace, would be attained, and thus help to 
bring nearer the time when a solution to the 
economic problems of the world could be 
sought in a calmer atmosphere. 

Agricultural production, especially that of 
cereals, reached record levels in 1938, thanks 
to irrigation works carried out by the 
Government. In the industrial sphere the 
plans already announced were in course of 
execution. Out of the British credit of 
£16,000,000, £10,000,000 was destined for 
productive equipment, and Turkey proposed 
to make use thereof to carry out a new 
plan, extending over four years, which 
included the reconstruction of ports and the 
purchase of ships. It was an evidence of 
the activity displayed by the general 
management for Turkey and by all the 
branches there, both in the way of increas- 
ing their resources and by obtaining better 
results through co-operation with the other 
national and foreign banks, that the results 
in local currency of the group rose this year 
to a level which afforded the greatest 
satisfaction. 

In Egypt the past year had been one of 
particular difficulty, owing not only to the 
world political situation, but to the 
influence of a number of local factors. The 
1938-39 cotton season had been a bad one 
for the cultivator, and it was estimated that 
the crop would only be some 
kantars, compared with a record crop of 
11,000,000 kantars in the previous season 
Although 1938 had been an extremely diffi- 
cult year from a banking point of view 
their branches in Egypt had been able to 
improve their earning capacity, although 
compelled to adopt a policy of caution 
From a profit-making point of view, their 
Palestine branches had suffered from the 
stagnation of business in general. In spite 
of the reduced trade of Iraq, the bank's 
branches had had a very satisfactory year. 
The Colony of Cyprus had had a prosperous 
year, and their branches had participated to 
the full in the increased activity of the 
island. : 


CASH POSITION MAINTAINED. 
With regard to the accounts, the strength 
of the cash position in each of the countries 
where they worked had been consistently 
maintained at the high level the general 
situation required. The accounts showed a 
net balance of £76,741, and the committee 
proposed to distribute the same dividend 
of 3s. per share as for the past few years. 
This dividend would be payable on June 26 
in Istanbul, London and Paris, free of all 
tax in Paris. 
The report was unanimously adopted. 
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Some Recent National Provincial 


Banks 


By Professor C. H. Reilly 
| time has come round again to discuss the 


new National Provincial banks and once more 

Mr. Holden, the bank’s architect, in spite of being 
an official on a fixed salary and therefore, according 
to our English prejudice, a dull, lazy person, has 
provided us with a greater variety of solutions to the 
bank problem than the whole of the ever-changing army 
of free-lance architects which the other banks employ. 
One notices, of course, little tricks of manner recur, 
little stigmata of personality which any artist with any 
personality at all always exhibits, and an artist without 
personality is a contradiction in terms. These little 
things, the kind of mouldings he uses, the kind of 
capitals he gives to his columns, are superficial. Funda- 
mentally Mr. Holden appears to be much freer in his 
attack than the usual bank architect and I think that 
comes from his official position. The outsider, employed, 
say, for the first or second time by a great bank, does 
not care or dare to introduce any radical alterations 
into the plan which he notices has satisfied his clients 
for years past. Mr. Holden on the other hand, secure 
in his position, can suggest all kinds of new things which 
give life and interest. Barclays Bank, I am told, are 
introducing a similar official architect, an old student 
of my own. Ina few years’ time I hope to see their new 
banks as interesting as the National Provincial ones and 
he as brave as Mr. Holden. 

Let us begin with one of the latter’s most radical 
departures. At Slough he has reduced the bank’s 
frontage to a mere doorway. It was not that the bank 
did not possess enough frontage for the ordinary 
arrangement of windows as well. It possessed a site with 
a frontage equal to two shops plus the bank door. The 
argument was that in a shopping area a bank, only open 
during banking hours, which differ, as all of us know 
to our cost, very widely from shopping hours, makes a 
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dead space in a row of shops and to that extent is 
detrimental to shopping. It is a psychological point. 
The excited female all a-flutter to buy things resents the 
dull, staid bank windows. Her ardour cools, it is 


Architect) (Mr. W. F. C. Holden 
THE SLOUGH BRANCH 


suggested, as she passes them and she goes home without 
buying the extra pair of silk stockings she meant to. 
I know shopkeepers do resent having a long range of 
bank windows and columns next to their premises. It 
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is almost as detrimental, they say, as having municipal 
offices or a police station. A bank, however, cannot 
afford to hide itself. A mere doorway might well be 
overlooked. What, then, is the solution? Look at Mr. 
Holden’s Slough building. It is clearly, with its 
balanced, staid arrangement of upper windows, its 
central pediment high up in the facade and _ its 
emphasized central first-floor window dressed in stone, 
not just the upper part of a row of ordinary shops, 
whatever in the way of dresses and lingerie may appear 


| 
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[Mr. W. F. C. Holden 
THE INTERIOR OF THE SLOUGH BRANCH 


in some even of the first-floor windows. The building is 
clearly owned by a more serious firm. When we look 
a little lower and see the solid stone setting for the shops 
and the bank door we hardly need the words “ National 
Provincial Bank” in large letters on the frieze to know 
that the central door leads to a bank. Mr. Holden, 
though, has taken no risks. He has stretched the bank’s 
name across the whole facade and has provided spaces 
for the names of the shops lower down. He does not 
mind the names of these latter being in larger letters 
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as long as they are clearly subsidiary, and they are, to 
the name of the bank. Nor do the shopkeepers mind. 
One is quoted as saying “ Mr. Holden should have a 
statue to him put up for his services to the trading com- 


Irchitect [Mr. W. F. C. Holden 
THE ROCHESTER BRANCH 


munity in eliminating a ‘dead frontage.’’’ That is what 
they call a bank, and no doubt it is so from their point of 
view. 

This solution could not, of course, be used without 
the bank being able to rebuild the whole block and 
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arrange that its own banking hall, approached through 
the centre door, has other means of getting light, such 
as adequate top light, to make up for its loss of frontage 
windows. It will be seen from the view of the interior 


[Mr. 
THE RETFORD BRANCH 


that this bank has a domed sky-light as well as a window 
to another frontage. This interior has, too, an interesting 
little innovation which is worth noticing. It is that, 
instead of the ordinary metal grille to protect the cashier 
and his money, there runs along the centre of the bank 
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rh counter a little glass fence made of what is called 
h Georgian glass, that is, glass into which is let a mesh of 
xe metal wires. It is unbreakable in any ordinary way 
or and yet is clearly a much less unpleasant obstruction 


than the metal grille with its suggestion that either the 
client on one side is a thief or the cashier on the other 
is some strange animal which bites. 

We have not discussed the detail of the Slough front, 
for, although inoffensive, I do not think it is one of 
Mr. Holden’s best facades. The brick upper storeys 
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Architect) {Mr. W. F. C. Holden 
THE INTERIOR OF THE RETFORD BRANCH 


seem to me a little thin and light over the strong stone 
ground floor. I like the latter and the way his stone 
piers and lintol seem to hold the unruly shops in order. 
The great point of the whole scheme, though, is its 
novelty and the solution it offers to a real problem. 


Let us turn from this Slough example to something 


Ww quite different which shows Mr. Holden in a very 
ng pleasant mood. At Rochester he has had to build a 
at. bank in the stable wing of an old house, the main block 
ier of which one can just see setting back on the right. 
nk Rochester is for most of us an early nineteenth-century 
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Charles Dickens town. This little wooden front with its 
little pilasters and small paned windows, painted in two 
quiet colours under the plain white plaster storey above, 
seems to me exactly in the spirit of the place. Mr. 
Pickwick or Mr. Winkle might well keep his account 
there and feel at home. The little illuminated sign for 
a dark winter night is just right and does no harm. 
Mr. Holden clearly, although he can win the praises of 
the market place for his cleverness, can also deserve 
those of what can least offensively be called, I think, the 
reading classes. 

At Retford he can meet equally well the country 
gentleman and hunting squire and probably makes the 
latter sometimes think he is returning home when he is 
merely going to his bank. This little buildingis obviously 
designed to sit comfortably in a late Georgian town such 
as Retford or Stamford. It looks exactly the building 
one would like to retire to with the pieces of old furniture 
one has collected but which one’s children now despise. 
Inside and behind the elegant central window and its 
range of columns, which might have graced the Bath 
Assembly Rooms, one finds a surprisingly large banking 
hall. I should take down the planted mouldings in the 
plaster of the walls but I should feel inclined to keep 
the magnificent counter, with its fine veneered and 
quartered centre panel, and convert it into a sideboard. 
I should keep, too, and extend, the stone flooring, which 
in the photograph looks like Travertine. Indeed, I 
should be very happy living in the Retford branch and 
should expect, with such a facade to my little house, the 
county to call on me. I hope that is the experience of 
the bank. 

To take another “clever’’ example of Mr. Holden 
as against an elegant one, here is the Enfield branch in, 
I should think from the little indications on either side 
of the photograph, a rather unpleasant, restless, 
suburban shopping street. Clearly here his problem 
was how to make a dignified bank building on a very 
narrow site and on one in which the light to be obtained 
from the frontage was important. I think the result, 
considering all these difficulties, is very satisfactory. The 
great window must light well back into the interior. In 
itself it is an impressive feature made more so by the 
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Architects) [Mr. W. F. C. Holden in conjunction with Mr. J. Reeve Young 
THE ENFIELD BRANCH 
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enhanced scale the small doorway gives to it. The plain 
stone walling above the window capped with a small 
cornice not only makes a fine ground for the bank's 
name but gives the necessary dignity to what might 
otherwise look rather like a small cinema. [I like, too, 
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Architects] \Mr. W. F. C. Holden in conjunction with Mr. E. H. Stodart 
THE ESHER BRANCH 


the plain moulded base to the building in grey polished 
granite. This branch was, I understand, put up in 
conjunction with another architect, Mr. Reeve Young of 
Bedford Square. 

The Esher branch is another example of Mr. Holden's 
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versatility, designed in conjunction with Mr. E. H. 
| Stodart. Here is the end block of a row of new suburban 
; shops with one storey in the vertical above the shops 
= and another in the slope of the roof. How was the end 

of the row to look more important and yet not to kill 

the shops which were being built at the same time by 

Mr. Stodart? Clearly the thing to do was to take the 

bank block one storey higher up and to give it a 
rectangular finish against the sloping roof of the shops 

so that it stands four-square like a sentinel at the end 

of the row. At the same time this block must not be 

| too grim and severe or it will once more act as a deterring 
factor to the shoppers. This is the reason, I imagine, 

for the small intimate detail, the Georgian windows with 

their small panes and the circular, fluted tympanum over 

the central one. Hence, too, the charming country-bank 

front with its large, slightly curved, central window and 
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Tradition 


. with Progress 
ae 


The traditions of a Bank can 
only be maintained by a spirit of 
enterprise and progress. 








Established in 1833, the 
National Provincial Bank has, 
throughout the succeeding years, 
pursued a policy which has 
enabled it to keep pace with 
the ever changing financial 
requirements of industry, 
commerce and the private 
individual. 
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F you listed all your personal assets 
and converted them into cash what 
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produce ? 


This is the acid test which you should 
apply to your own resources, so that you 
will know exactly what the financial 
position of your wife and family would 
be in the event of your death —a contin- 
gency which it is unwise to ignore. Most 
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its doubled pilasters and door at either end with balancing 
fanlights, all very well known to those who have watched 
Mr. Holden’s work. One might almost call this bank 
front the standard National Provincial front to be used 
in varying forms in the smaller branches, when the bank 
wants to be distinctive but without doing damage to its 
gentler neighbours. 


Lastly, we will choose the Middlesbrough branch, not 
because I like the facade particularly—I think among 
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Irchitect] [Mr. W. F. C. Holden 


PHE INTERIOR OF THE MIDDLESBROUGH BRANCH 


other things the central door with its pediment is too 
aggressive—but because once more it has a clever and 
unusual plan, which unfortunately I cannot reproduce, 
but those who enter the building will find a big, vaulted 
banking hall behind the facade and see at once what I 
mean; and, secondly, because Mr. Holden has, once 
more with the help of the Birmingham Guild, made a set 
of many-panelled bronze entrance doors of which the 
motives are very appropriately from classical coins. 
That is an imaginative touch which is very welcome. 














QI 





im 4 A JQ = 


Belgium’s Economic 
Development 


The New Albert Canal 











BELGIUM’S ECONOMIC 
DEVELOPMENT 


The New Albert Canal 


CONTENTS 


Belgium’s Economic Problems 
By M. FERNAND BAUDHUIN 

The Foreign Trade of Belgium 
By M. CHARLES ROGER 

Belgian Industry ies 
By A CORRESPONDENT 

The Navigable Waterways of Belgium and the 
Albert Canal sea " 
By M. A. DELMER 

The Belgian Railway System 
By M. N. RuLot 


Road and Air Transport in Belgium 
By M. M. CastIAu 


The Belgian Congo ... 

By M. A. SIEBEN 
Holidays in Belgium 

By M. P. BouRGUIGNON 








aed 


93 


Belgium’s Economic Problems 
By M. Fernand Baudhuin 


Professor of the University of Louvain, Belgium 

CLEAR understanding of Belgium’s economic 
A development in recent years can only be 

gained by reference to the fundamental 
facts which determine the country’s economic life 
and structure. Belgium, then, has a _ population 
of eight and a half million inhabitants, and the 
output of her industries is more than double that 
of her agriculture. The latter is by no means neg- 
ligible, for it provides some 75 per cent. to 80 per cent. 
of the nation’s food. But since there is naturally a 
considerable balance to be made up in the supply of 
foodstuffs and raw materials, Belgium is obliged to be 
an exporting country. Among Belgian export industries 
the mining and metallurgical industries have hitherto 
been predominant. Belgian mines send household coal 
to France, and the Belgian iron and steel industry 
exports directly or indirectly between two-thirds and 
three-quarters of its output. Textiles are also sold 
abroad to the extent of some £12,000,000 in spite of 
the economic crisis. Finally, both the diamond and the 
glass trades sell about nine-tenths of their production 
abroad. 

Dependence on exports implies to a large extent 
dependence on world economic trends. Unlike the 
United States, of whose output only a very small part 
is sent abroad, Belgium is closely linked with the great 
international markets. When the latter are flourishing, 
Belgian exports—together with the general activity of 
the country—increase rapidly. At such times, wages rise 
quickly and the country enjoys marked prosperity. On 
the other hand, as soon as competition becomes intense, 
and export prices are depressed, Belgium suffers acutely. 
Unemployment speedily reappears, and very soon the 
purchasing power of the population is affected. Public 
finances at once become disorganized, revenue declines 
with the falling price level, and the cost of unemploy- 
ment becomes appreciably more burdensome. 

The public authorities in Belgium have always 
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included among their objectives the improvement of the 
industrial equipment of the nation. Even as far back 
as the eighteenth century, the means of communication 
were among the best on the continent, and the present 
straight roads date from that period. As is well known, 
it was in Belgium that the first railways of the continent 
were constructed, at the same time that the canal system 
was being developed. The port facilities of Antwerp are 
known as being among the best in existence. It was 
thus a natural continuation of traditionai policy when 
in 1927 it was decided to embark on a programme of 
extensive public works, of which the Albert Canal, the 
most important, is now successfully completed. This 
enormous undertaking, which is to transform the 
industrial economy of the whole of Northern Belgium 
and the Liége area, is a notable product of a progressive 
policy, which is also finding expression in various other 
works in the country. 

As everyone knows, Belgian economic experience in 
the course of the last twenty years has not been alto- 
gether fortunate. The inflation of the war and post-war 
years was followed by a first devaluation in 1926. Then, 
after a period of stability which was thought to be 
permanent, new difficulties began. Up to 1935 Belgium 
adhered to the gold bloc, which seemed justifiable in 
view of the prior ample devaluation. But to remain on 
the gold standard a severe deflation was necessary in 
order to adjust domestic prices to world prices. In spite 
of a great effort, which lowered the general price level 
by some 30 per cent., it finally had to be recognized that 
the task was beyond the nation’s strength. After a pro- 
longed resistance, at the cost of intense depression, the 
currency was devalued by a further 28 per cent. at the 
end of March, 1935. The Belgian franc was thus reduced 
to about one-tenth of its pre-war value. 

The devaluation of 1935, which coincided with the 
coming into office of the van Zeeland government, was 
followed by sharp recovery. Helped by the favourable 
trend in the world economic situation, Belgium enjoyed 
prosperity which, if not outstanding, was nevertheless 
satisfactory. At first everything proceeded with remark- 
able smoothness: foreign trade recovered steadily, 
unemployment declined, and public and private finances 
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were put in order. One of the most important changes 
concerned the banking system, which had hitherto been 
closely tied up with industry. During 1934 and the 
beginning of 1935 serious difficulties had arisen. Defla- 
tion on the one hand reduced the value of banking assets 
and at the same time caused a withdrawal of deposits. 
On the whole, the principal financial institutions with- 
stood the crisis without discredit, and depositors lost 
nothing. Losses were borne solely by the shareholders, 
but this meant a considerable reduction in the reserves 
accumulated by large banks carrying on a mixed 
business, that is, participating actively in industry 
as well as undertaking deposit banking. After 
the crisis it was therefore decided to separate bank- 
ing and industrial interests, and in this way there 
arose a number of pure deposit banks. Industrial 
investments were transferred to holding com- 
panies; this arrangement proved fortunate for the 
latter, for over a series of prosperous years they have 
realized considerable profits, which have largely offset 
the effects of five years of crisis. Although the deposit 
banks have not had a very prosperous time, they have 
successfully passed through the difficulties connected 
with the heavy withdrawals of 1936 and 1937, due to the 
political uncertainties in Europe. 

When, in the summer of 1937, the world economic 
situation first showed signs of a recession, Belgium was 
necessarily affected at once. The export industries 
suffered immediately, and by the beginning of 1938 the 
general situation was by no means promising. The 
prudence with which affairs had meanwhile been 
managed could then be a subject for congratulation. 
Dividend policy had been careful, and during the first 
years of prosperity new ventures involving an immobi- 
lization of capital had been avoided. The profits of 
these years were in fact used chiefly for the repayment 
of indebtedness, including bank loans. Moreover, the 
reduction in interest rates had allowed of favourable 
conversion operations, so that the financial charges on 
industry were much reduced. 

Foreign trade also declined considerably. In 1938 
Belgian exports even fell more than those of the rest of 
the world, but this was a natural reaction after the rapid 
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progress of 1937. By comparison with 1936 the situa- 
tion does not appear too unfavourable, as is shown in 
the foilowing table :— 
BELGIAN FOREIGN TRADE 
(millions of Frs.) 
Imports Exports 


Tg30 . * e 21,300 19,500 
1937 . . n* 27,500 25,200 
1935 + 22,700 21,500 


In 1929 Belgian exports, according to figures pub- 
lished by the League of Nations, accounted for 2.7 per 
cent. of the world’s total. In 1937 the proportion was 
3.3 per cent; in 1938, 3.2 per cent. Moreover, the first 
months of 1939 bear witness to an extraordinary 
recovery, so much so that the Belgian share exceeded 
3.5 per cent. for this period. The country is clearly 
holding its own. The position is nevertheless seriously 
threatened by the autarchic methods and protectionism 
ot other countries. Furthermore, Belgium, like all other 
exporting countries, meets serious transfer difficulties in 
trade with central and eastern Europe. Nevertheless, it 
can at least be said that blocked foreign accounts are 
relatively small, and it has been possible to make up for 
the loss of markets in this direction by increased trade 
elsewhere. 

Since the end of 1938, Belgium has experienced new 
difficulties arising from the international complications 
and also from the regrettable collapse in domestic 
politics. As the months passed by, with the financial 
position strained if not dangerous, the public grew 
weary. Devaluation has again been talked of; but was 
firmly rejected by the nation’s economists, who pointed 
out that the Belgian price level was still sufficiently in 
equilibrium with that of her principal markets, and 
particularly with that of the sterling bloc. In addition, 
the budgetary position does not call for any new cur- 
rency manipulation. The new government formed in 
April, 1939, justifiably declared that there could be no 
question of another devaluation. Pending the elabora- 
tion and application of a new plan of reconstruction this 
statement has already done much to calm the fears 
which had arisen. 

For all that, many business men as well as many 
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theoretical economists regard the pegging of the Belgian 
franc to the English pound at the present rate of 140 
francs as eminently to be desired. These observers 
think that Belgium would thus acquire a guarantee of 
stability at present lacking. Probably some such 
measure will one day be taken, but at present the 
Belgian public is not sufficiently disposed towards such 
a step. It would doubtless be better for the arrange- 
ment to be made in the form of an international agree- 
ment, on the lines of the Tripartite Agreement of 1936. 

On the whole the Belgian economy appears to be 
well balanced, though subject to an alternation of high 
crests of prosperity with correspondingly low troughs of 
depression. Its basis is, however, sound, for the country 
is relatively rich, possessing large resources. The 
country’s great weakness, recently revealed, has been a 
certain political instability, but it is to be hoped that the 
Belgian nation, which in the past has given proof of 
adaptability and wisdom, will eventually succeed in 
overcoming this. 





The Foreign Trade of Belgium 
By M. Charles Roger 

Attaché to the Prime Minister’s Office for Economic Research 
ACKING natural resources, other than coal, and with 
L ner extremely dense population living on one of 
the smallest territories of Europe, Belgium neces- 
sarily imports raw materials to be worked up into 
manufactured goods for export. Her basic industries— 
steel, engineering and chemical works, sugar refineries, 
glass and cement factories, woollen and cotton fabric 
mills—are thus largely export industries. If the nature 
of these exports is examined more closely it will be seen 
that by far the greater part consists of semi-finished 
products. The reason for this is as follows. Nominal 
wages and the cost of living are relatively lower in 
Belgium than in the neighbouring countries. This is 
chiefly the result of an economic policy which was very 
liberal up to 1931. A relatively low standard of living 
favours the production of primary goods requiring 
inexpensive and unskilled labour, whereas it reacts 
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unfavourably on the creation of an internal demand for 
highly-finished products and on the general level of skill. 

The stabilization of the franc in 1926 accentuated 
the tendency of the Belgian industries to confine them- 
selves mainly to the production of semi-finished goods. 
The Belgian franc had been deliberately pegged at the 
low level of 175 francs per pound sterling. This exces- 
sive depreciation created a discrepancy between the 
structure of Belgian and foreign prices. During the 
rather artificial prosperity of the period 1926 to 1929 the 
expansion favoured especially the traditional industries 
in which the technique was not necessarily improved. 
The home market was deliberately left to foreign 
importers for finished products of a more evolved 
technique, such as electrical material, engineering of 
high precision, textiles of the best qualities. 

The composition of Belgian exports explains why 
they are so much influenced by fluctuations in inter- 
national business conditions. Exports of raw materials 
and of articles mainly manufactured are especially hit 
in times of depression, as may be plainly seen from the 
figures of Belgian foreign trade in 1938. On the one 
hand, exports of raw materials, fuels and semi-finished 
products, such as steel ingots, blooms and billets, cotton 
yarns, hides and skins, paper pulp, diminished in the 
proportion of 15 per cent. in volume and 22 per cent. in 
value as compared with the figures for 1937. The fall 
was still heavier for many traditional Belgian exports, 
such as cotton and linen goods, bricks, lime, window 
glasses, rolled-steel bars: 30 per cent. in volume and 
35 per cent. in value. On the other hand, exports of 
finished goods such as woollen tissues, laces, tyres (grés 
céramiques), matches, photographic papers, wireless sets, 
domestic electrical apparatus, were maintained at almost 
the same level both in volume and in value. It is only 
in periods of international boom, when foreigners place 
in Belgium the surplus orders which their ordinary 
suppliers are unable to execute, that exports of semi- 
finished goods and primary products are stimulated. 
At other times, foreign competition is keen. 

The geographical distribution of Belgian foreign 
trade is also partly responsible for the vulnerability of 
exports to economic fluctuations. The principal markets 
are France, Germany, Holland and the United Kingdom. 
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Altogether these countries take 50 to 60 per cent. of 
Belgian exports and supply 40 to 50 per cent. of Belgian 
imports. Overseas countries participate to the extent of 
30 to 45 per cent. in imports and 25 to 30 per cent. in 
exports. In times of depression, agricultural prices 
generally fall more than industrial prices. This change 
in the barter terms of trade decreases the purchasing 
power of the agricultural States, potential buyers of 
industrial goods. Furthermore, while the importance 
of overseas countries for Belgian exports, taken together, 
is great, their individual importance is small. This 
dispersion of trade, which would be an element of 
stability in normal free-trade conditions, has now 
become an element of weakness because Belgium can- 
not compete successfully in commercial negotiations with 
foreign countries which are more important customers. 

From these considerations we may draw the follow- 
ing conclusions. It seems that Belgian industries ought 
to ragtennesest finished and specialized goods in a 
greater proportion than formerly. The home market 
will be a natural outlet for them and this kind of exported 
goods seems to be less influenced by the economic 
depressions. An adequate internal economic policy, 
promoting scientific research and directed towards pro- 
ducing skilled labour, is thus required in order to bring 
about gradually this structural change in Belgian 
industry. 


IMPORTS EXPORTS 

In thousands In millions In thousands In millions 
Years of tons of francs of tons of francs 
1929 45,074 a 25,840 35,624 ee 31,880 
1934 31,726 ees 18,986 14,021 Sie 13,608 
1935 30,590 sats 20,300 17,446 ant 16,126 
1936 32,846 or 21,866 21,707 a 19,745 
1937 38,986 sas 25,010 27,893 bisa 25,516 
1938 31,555 ar 22,008 23,167 ae 21,724 


The total figures of imports and exports in 1938 com- 
pared with those of 1937 indicate that in 1938 exports 
diminished by 15 per cent. and imports by 17.3 per 
cent. Nevertheless, exports in the last year were still 
at a higher level than in 1936: 7 per cent. higher in 
voiume and to per cent. higher in value. The decline 
was especially serious during the first half of the year, 
but an improvement was noticeable during the last 
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months. In 1930, foreign trade seems to be falling some- 
what, but exports of metallurgical goods are improving. 
The international economic depression was undoubtedly 
the main cause of the setback in Belgian foreign trade 
last year. Although steeper than in other industrial 
countries, the fall in exports is not very serious in itself. 
it must be remembered here that the share of Belgian 
exports in the total world exports amounts to 3.5 per 
cent. against 2.7 per cent. in 1929. 

The international political events of last year had a 
highly unfavourable influence in intensifying the 
economic depression. Nevertheless, some of their inci- 
dental effects were favourable. The suppression of the 
Czechoslovak competition was profitable to the Belgian 
glass and textile industries. Armament policy trans- 
formed the nature of trade with some countries, particu- 
larly in reducing imports of German coal and in 
developing exports of metallurgical products to England. 

The conclusion of the Anglo-American trade agree- 
ment in November, 1938, is one of the most favourable 
events for the evolution of international trade. Accord- 
ing to a preliminary estimate one-sixth of Belgian 
exports to the United States will benefit from the reduc- 
tion in the American duties. The concessions on the 
English tariff also interest Belgian trade, but in this 
market Belgian exporters will meet the competition of 
German goods which are not under a discriminatory 
régime, as they are in the United States. 

Elements of a monetary nature help to increase the 
difficulties for Belgian exports. The further deprecia- 
tien of the French franc has created a disparity between 
prices in the two countries. Asa result, Belgian exports 
to France last year diminished by 24 per cent. as com- 
pared with 1937, while imports from France remained 
almost unchanged. Fortunately, the rise in French 
prices is gradually reducing the difference. 

A problem of a more serious nature arose with the 
weakness of the pound sterling on the exchange market 
at the end of last year. It is obvious that a decided fall 
in the pound would jeopardize the present gold level of 
the Belgian franc. The actual difference in prices being 
only 4 per cent. can probably be absorbed without 
recourse to monetary manipulations. The revival in 
England will facilitate the necessary adaptations. 
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Belgian Industry 


By a Correspondent 


ELGIUM is a very densely populated country. It 
B may even be said to be over-populated in the 
sense that its inhabitants cannot depend entirely 
on the cultivation of the land. To offset this disadvan- 
tage, it has, for a long time now, engaged in industry 
and has become an important producer of manufactured 
oods. 
. Nearly the whole of Belgium shows signs of intense 
industrialization, except, perhaps, in the part known as 
“ Haute-Belgique,’ where, owing to its hilly nature, 
sparse population, and costly and difficult means of 
transport, industrial establishments are few in number. 
In the part called the “ Coal Basin,” however, stretching 
from the French frontier to the west of Mons and up to 
the German frontier to the east of Liége, the country is 
intensely industrialized in many places. In Central 
Belgium industry is centred at the foot of the valleys, 
notably along the Senne Valley. In Flanders, the tex- 
tile industry predominates. This is a very ancient 
industry, which was spread all over the lower plain of 
the country, but since the advent of the mill and the 
displacement of the cottage loom it has tended to con- 
centrate in the towns situated on the banks of the rivers. 
During the past few years, owing to increased trans- 
port facilities on the navigable waterways, new industrial 
enterprises have been established in the North. More 
recently still, the exploitation of a new coal basin has 
caused new industries to spring up in the practically 
undeveloped region of the Campine. Industrial activi- 
ties in Belgium have many aspects, and in this article 
we propose to touch, albeit very briefly, on the most 
important. 


Haute-Belgique. The Luxembourg iron-ore country. 
The iron-ore extracted from the hillsides feeds the blast- 
furnaces of Musson and Halanzy. Further east, near 
where the frontiers of France, Belgium and the Grand 
Duchy of Luxembourg meet, are the Athus works, in 
the Chiers Valley between the Mont Saint Martin works 
in France and those of Rodange in the Grand Duchy. 
These small Belgium works only slightly alter the 
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agricultural character of the region and mark the begin- 
ning of the iron-ore country situate in the south-west 
part of the Grand Duchy and the eastern part of France, 
between the Meuse and the Moselle. 


The Gaumais District is not industrialized. In the 
proximity of certain villages a few water-wheels are to 
be seen for working the flour-mills and saw-mills. 

eo) 


The Ardenne. The wealth of the Ardenne lies in its 
great forest, from which timber is taken and turned 
into charcoal at the Marheban (Rules) and Bertrix 
works. 

The abundance of oak and the purity of the water 
explain the existence of the Warche Paper Mills, near 
Malmedy, and of the tanneries on the banks of the 
Ambleve at Stavelot. There are also a few slate-quarries 
in some of the valleys, and flagstones are also hewn 
from the Cambrian and Devonian rock formations in the 
Semois Valley at Herbeumont. 


The Condrusienne Region. The Chimay (Fagne), 
Entre-Sambre-et-Meuse, Famenne, Condroz and Herve 
districts are not really industrial regions. There are, 
however, a certain number of stone and marble quarries, 
especially in the Entre-Sambre-et-Meuse, and these and 
other analogous enterprises, characterized by kilns, 
ovens, houses of the workmen, etc., give a semblance 
of industrial activity. The same phenomenon is obser- 
vable in the valleys of the Sambre, the Hoyoux, the 
Mehaigne, the Ourthe, the Ambleve, the Vesdre and in 
the districts of Anthismes and Sprimont. 








The Coal Region. The iron industry was at one 
time spread out to the south of the Sambre and the 
Meuse. The exhaustion of the ores, and timber, added 
to the attraction of the navigable waterways, and of 
coal, which industry commenced to use on a large scale 
at the beginning of last century, caused the ancient 
industry to concentrate in the coal basin of the Haine, 
the Sambre and the Meuse. In this manner it became 
the main industrial region of the country. This region 
is divided into several parts :— 


The Borinage. The coal region begins, to the west, 
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at the French frontier, in the wide valley of the Haine. 
Mining has completely transformed the landscape, 
giving it the appearance of a strange, mountainous 
country. Pitheads, smokestacks, coal-washing plants, 
coke-ovens and their sombre dependencies spread out 
all over the countryside. Villages and workmen’s dwel- 
lings sprawl out over the plain, covered with an eternal 
smoke pall. Through it all flow the sluggish, black 
waters of the Haine. The Mons canal borders this 
industrial agglomeration to the north, and the innumer- 
able barges on its waters and the traffic of vehicles on its 
banks clearly demonstrate its utility. Beyond the canal, 
on the borders of the forest region, clay is extracted to 
feed the kilns at Hautrage, Tertre and Baudour, where 
refractory materials, pottery and other ceramic articles 
are produced. 

In the heart of the Borinage, in the quadrilateral and 
densely populated area formed by Saint Ghislain, Dour, 
Frameries and Mons, the coal industry is complemented 
by several engineering works, the Jemappes glassworks 
and by a large number of leather factories. The old 
Borinage is in the course of transformation. A vast 
modern plant has just been built for the carbonization 
of coal, the production of gas for distribution as far as 
Antwerp by means of pipe-lines, and the manufacture 
of synthetic ammonia and other by-products of coal. A 
new canal is in course of construction and many other 
public works are being carried out in the region. 


The Centre. To the east of Mons there are a number 
of coalfields. At Thieu there are foundries, steelworks 
and engineering plants. To the south of this industrial 
zone there are several coalfields spread out over the 
plain. The exploitation of the chalk pits has brought 
into being several cement works at Obourg, Harmignies, 
Thieu and Cronfestu. The canal and a dense network 
of railway lines assure transport facilities. 


Charleroi. Starting from the Pieton Valley, the coal 
deposits are very large and very intensively worked. 
To the north of Charleroi many glassworks have been 
established at Roux, Jumet, Lodelinsart, Dampremy and 
Gilly. 

The heavy industries are localized in the valley of the 
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Sambre itself, at Marchiennes-au-Pont, Monceau, 
Marcinelle, Couillet, Montignies and Chatelineau. 


The Lower Sambre. From Farciennes towards the 
east the coalfields become less numerous and the Sambre 
Valley takes on a more rural aspect. Although there 
are several large works and chemical factories at Namur, 
a paper-mill at Saint Servais and two or three factories 
on the banks of the Meuse, industry is not the 
predominating note of the countryside. 

The Mosane Valley from Namur to Seraing. The 
seams are not very rich in coal in this area. Industrial 
activities between Namur and Huy do not, therefore, 
owe their existence to coal, but to the deposits of clay 
and minerals. These explain the kilns producing 
refractory materials and the zinc and lead works estab- 
lished in this locality. Farther on, at the junction of the 
Mehaigne and the Hesbaye, sugar-beet is cultivated and 
a large sugar-beet refinery has been built on the banks 
of the Meuse. In the town of Huy there are numerous 
industrial enterprises in operation, such as enamel works, 
factories producing bolts and nuts, engineering works, 
etc., but it is principally in the valley of the Hoyoux that 
there is industrial activity on a large scale. Along the 
length of this rapidly-flowing river there is an almost 
uninterrupted chain of factories. At Ampsin, Amay 
and Flone zinc foundries have been established. 

Seraing. In the valley of the Meuse the factories 
and their dependencies occupy the whole of the alluvial 
plain. A few large coalfields are in operation in the 
valley itself. Blast furnaces, steel mills, rolling mills are 
a prominent feature of Seraing, Ougrée and Tilleur. 
Numerous engineering works, tube factories, chemical 
works and coke-ovens make this an important industrial 
centre. 

The Liége Area. In the lower part of the Ourthe 
wrought iron and steel are produced. There is a zinc 
rolling mill at Tilff. Along the Lower Vesdre there are 
a few steel mills at work, in addition to the zinc foundry 
of Prayon-Trooz. 

At the junction of the two rivers industry takes on 
greater importance. It is represented by zinc-works at 
Vielle-Montagne, engineering workshops, _ general 
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foundries, copper foundries, glass factories, coke-ovens, 
etc. ihis industrial zone penetrates into the Outre- 
Meuse suburb of the town of Liége, where there are all 
kinds of factories engaged in metal-working. In the 
north of Liége and in the suburb of Herstal the smaller 
industries predominate, such as manufacture of fire- 
arms, powder, stamping mills, nut and bolt factories. 
The larger establishments are the cannon foundry, the 
National Arms Factory and factories producing bicycles, 
motor-cars and electrical machinery. Naval construc- 
tion has been established on the banks of the Canal. 
Exploitation of the coal-basin does not go much beyond 
the commune of Herstal. The last industrial establish- 
ments in the valley are the cement-works of Haccourt 
and Lixhe, in front of Visé, which are situated on the 
banks of the Albert Canal, and utilize the chalk from 
the pits in the plateau. A branch of the coal-basin 
extends towards the Herve country. 


The Industrial Area of Verviers. This may be con- 
sidered as an extension of the Liége area. The woollen 
industry predominates here. Many _ wool-washing 
establishments and spinning mills are established in the 
lower valley of the Hoigne. Engineering works and 
leather-factories complete the industrial activities of the 
region. 


Central Belgium. Sugar refineries are a characteris- 
tic feature of the Hesbaye country. The large-scale 
production of sugar-beet has given rise to the manufac- 
ture of agricultural implements at Remicourt and 
Gembloux. Cutlery is also manufactured in the latter 
town. 


The Quarries. To the north of the Haine-Sambre- 
Meuse coal-basin there is an extensive exploitation of 
stone-quarries. In the Tournaisis carboniferous lime- 
stone is exploited and there are large lime-kilns and 
artificial cement works in operation. Porphyry deposits 
are worked along the Dendre. The basin of the Senne, 
Quenast and Bierghes also supply porphyry, and in the 
region of Soignies, Ecaussines and Feluy-Arquennes a 


large number of workmen are employed in granite 
quarries. 
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Textile Zone of Brabant. In the south of Brabant 
artificial silk is manufactured at Tubize, Maransart and 
Court Saint Etienne. Braine-le-Chateau and Braine- 
l’Alleud produce woven woollen goods. 


The Senne Valley. This valley contains factories of 
all kinds. At Clabecq there are iron foundries, blast- 
furnaces, steel works and rolling mills. Hal, Buysingen, 
Huysingen, Loth, Leeuw-St-Pierre, Droogenbosch, 
Ruysbroek and Forest are highly industrialized centres. 
Wool and other textiles, chemical products, artificial 
silk, papers and cartons, boot-manufacturing and 
machinery represent the range of products manu- 
factured. 


Flanders and its Textile Industry. The Lys, “that 
street of towns,” is famous for the quality of its water 
for the treatment of flax. During the season the river 
is literally covered with the “balloons,” or great con- 
tainers, filled with flax. Spinning and weaving is carried 
out in the factories of Courtrai and surrounding towns, 
as well as at Roulers, Iseghem and Ingelmunster on the 
Mandel. In these last localities boot-manufacturing is 
added to the textile industry. In the Escaut Valley, at 
Mouscron and at Renaix, there are numerous spinning 
and weaving mills, for linen, cotton and wool. These 
towns exist solely by and for these industries. At Avel- 
ghem, Ruyen, Audenarde and Eyne the textile industries 
are well represented. Gand is undoubtedly the premier 
centre of the Flemish textile industry. The first factories 
were installed in the suburbs and quartiers to the west 
of the town, along the Lys, the Lieve and numerous 
tributaries of these rivers. Cotton and linen are spun, 
woven and bleached. The great cotton-spinning mills 
were established later to the north of the town, particu- 
larly along the junction canal and on the west bank of 
the outer port. On the Escaut below Gand, and on the 
Durne, the hemp and jute industries are carried on at 
Tamise, Hamme and Lokern. The Dendre valley is 
also the seat of an important textile industry. Cotton 
goods are produced at Termonde, Alost, Ninove, 
Grammont and Ath. In this valley there are also 
numerous match factories. 
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The Navigable Waterways of 
Belgium and the Albert Canal 
By M. A. Delmer 


Secretary-General of the Ministry of Public Works 

ELGIAN industry is a very ancient one. The 
B country was already known in the Gallo-Roman 
age for its wools and its works in iron and bronze. 
It is due to its antiquity that it was established on the 
banks of the navigable waterways, in other times the 
sole means of transport for heavy goods and for 
products which were to be shipped in bulk. In Flanders 
the ground does not lend itself very well to the 
construction and upkeep of roads, and nearly all the 
towns have been developed along the banks of navigable 
rivers and canals which were, for a long time, the 
principal means of communication. Then, at the 
beginning of the roth century, the mill replaced the 
cottage loom and the textile industry, which had been 
spread out all over the countryside, was concentrated in 
the town, where it enjoyed numerous advantages, in 
particular the great facility of water transport and direct 
communication with the sea. In the Walloon country, 
the metallurgical industry has its origin in the innumer- 
able small deposits spread out to the south of the Meuse 
and Sambre, in which for a considerable period iron-ore 
had been treated on the spot in furnaces which did not 
consume any other fuel than the timber of the region. 
The furnaces were placed in the valleys in close 
proximity to the rivers, which gave them not only the 
necessary motive power but also afforded the means of 
transport. These furnaces then commenced to spread 
out further along the valley of the Sambre to Charleroi 
and along that of the Meuse between Seraing and Liége, 

where coal was discovered and used as fuel. 

The coal deposits follow the valleys of the three rivers 
used for a very long time for the transport of coal—the 
Haine, the Sambre and the Meuse—and form what has 
sometimes been called the coal basin, the principal 
industrial region of Belgium. 

The traditional Belgian industries, the textile 
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industry in Flanders and the mining industry in the 
Walloon country, established on the banks of rivers and 
canals, were supplemented, after a number of years, by 
groups of factories and mills installed along the large 
navigable waterways which connect the northern plain 
of the country with the sea or link up with the large- 
scale navigation of the Rhine. 

At Louvain, first of all, an industrial centre was 
developed at the extremity of the canal coming from the 
Rupel. 

The canals of the Campine have attracted many new 
industries to their banks—production of metals other 
than iron, the manufacture of chemical products, the 
glass factories at Oolen, Molle-Donck, Gompel, Baelen- 
Wezel, Lommel, Overpelt, Tessenderloo, Quadmechelin 
and Rothem. This industrial development came before 
the exploitation of the Campine coalfields. 

Wherever the banks of the Escaut Maritime and of 
the Rupel are raised up factories have been installed. 
They form a practically continuous chain along the 
right bank of the Escaut and of the Rupel, at Hoboken, 
Hemixen, Schelle, Niel and Boom, and an important 
group on the left bank of the Escaut at Burght. The 
banks of the Brussels-Rupel Canal are covered with 
factories and industrial enterprises on large sections 
between Brussels and Vilvorde, at Capelle-au-Bois, 
Willebroeck and, finally, at Ruysbroeck. At Gand, new 
industrial enterprise has extended the zone of the textile 
industry towards the north. This industry has been 
established in the port and, more particularly, along the 
west bank of the Gand-Terneuzen Canal, as far as the 
Dutch frontier. Finally, the heavy industries appear on 
the coast at the extremity of the Bruges-Zeebrugge Canal 
and at Ostend. 

The development of the railways has not modified 
the geographical distribution of the Belgian industries, 
because the well-established navigable waterways offer 
industrialists an irreplaceable advantage in the means of 
transporting goods in bulk at very much lower rates than 
those obtaining on the railways. Moreover, the 
navigable waterways place at the disposal of industries 
on their banks an element which modern factories use 
in abundance, that is to say, water. Inland water-trans- 
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port renders great services to Belgian factories because 
it places them in communication with their foreign 
markets. The mills of Flanders, as well as the coalfields 
and factories of the Haine-Sambre-Meuse basin, are 
placed in communication with France by a very highly 
dev eloped system of navigable waterways. The new 
factories established on the banks of the Escaut Maritime 
and of the great canals of the North of the country form 
a part of the Rhenish system and receive, in part at 
least, the coal traffic of the mines of Westphalia. For 
good reasons, therefore, Belgium has not neglected its 
navigable waterways. On the contrary, since the War 
a very great effort has been made to improve the 
conditions of navigation. In particular, a fund has 
been established amounting to 3,300 millions of francs 
for the carrying out of improvements in a number of 
canals and rivers in the country:—the Brussels- 
Charleroi Canal, the Sambre, the Meuse and finally in 
the canals of the Campine. The principal work in this 
programme is the new Liége-Antwerp, or Albert, Canal. 
The whole of the navigable waterways constitute a closed 
circuit, interconnecting the most important economic 
regions of Belgium. 

This circuit passes through three of the most populous 
towns :—Brussels, Antwerp and Liége. It touches our 
principal maritime port, Antwerp. It is industrialized 
everywhere: the banks of the Escaut, of the Rupel, of 
the Rupel-Brussels Canal and the Brussels-Charleroi 
Canal, in the valley of the Senne, present an almost 
uninterrupted chain of factories. At Charleroi it reaches 
a great centre of metallurgy, of mechanical construction 
and of the Belgian glass industry. With the Sambre, it 
crosses a part of the ancient coal basin. In the valley of 
the Meuse it passes large quarries. It arrives at Seraing 
and passes by the Cockerill and other important 
factories where steel, zinc, chemicals and machinery are 
produced. 

From Liége to Antwerp the canals of the Campine 
ensure transportation for the products of a number of 
factories of chemical and metallurgical products, 
particularly for the Oolen mills, where copper, radium 
and cobalt from Katanga are treated, the Baeleng, 
Lommel, Overpelt, Rothem and other works, where 
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sulphurated ores are smelted and afterwards treated for 
the production of zinc, lead and silver. 

As has been said, the construction of the Albert Canal 
constitutes the most essential part of the works carried 
out. The Albert Canal is a direct connection between 
the Belgian Meuse and the sea. It is very wide and 
navigable for boats up to 2,000 tons, and even for small 
ocean-going steamers, or coasters. It has only six locks. 
It can really be considered as the outlet of the Meuse to 
the sea. The Meuse, extended, in this way, through the 
Limburg coal basin, so as to reach the port of Antwerp, 
constitutes a great waterway of penetration, starting 
from the North Sea to reach the East of France, Lorraine 
and Nancy. With its ramifications it constitutes a 
system :—the Mosan System, comparable, in many 
ways, with the Rhenish system, except, of course, in size. 

The principal economic function of the Rhine is the 
distribution of the Rhenish-Westphalian coal in all the 
zones reached by navigation after Basle in Switzerland 
to the Rhine ports of Antwerp and Rotterdam. A similar 
function will be undertaken by the Mosan system, which 
crosses the young and flourishing coal basin of the 
Belgian and Dutch Limburgs. By means of the Albert 
Canal, Limburg coal will be brought to the ports for 
distribution in Flanders. By the Meuse and Sambre, it 
will reach the Haine-Sambre and Meuse industrial basin. 
It will supply the hundred or more great coal-consuming 
factories, established there in the vicinity of the coal- 
fields, which to-day are not in a position to supply them 
with the necessary fuel. 

It is through the Meuse that the Limburg coalfields 
will find a market for their production in the iron ore 
regions of the East of France and of Lorraine. Being 
nearer than Westphalia and better connected by 
navigation, they will find the principal outlet for their 
coal in this region. The Limburg coal basin represents 
a reserve of several milliards of tons of fuel. It already 
produces nearly 20 million tons per annum and, by 
reason of the Albert Canal and the Meuse, illimitable 
possibilities are opened up for it. 

Another economic function of the Rhine is to connect 
different regions of Europe with the sea, by extending 
maritime traffic through the Continent. The same 
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function will devolve upon the Mosan system, a new 
waterway of penetration, commencing from Antwerp, 
passing in proximity to the Limburg factories, going up 
the valley of the Meuse through the industrial basin of 
Liége and the French industrial district of the Ardennes, 
extending to the iron-oreg region of the East, that of 
Lorraine and of the Moselle, and terminating at Nancy 
in the salt-mines zone. This waterway of penetration 
will give new life to the port of Antwerp. It will open 
up fresh avenues of activity for the old industrial 
strongholds which have outlived the causes which 
brought them into being, and it will also create further 
new industrial centres. The Liége country will find itself 
once more near coal, seeing that the Limburg mines are 
to be less than one day of navigation from the factories 
and it will also be brought considerably nearer to the 
sea. The Campine will, through the Albert Canal, be 
endowed with everything necessary for industrial 
development: i.e. water and _ transport facilities, 
particularly towards the sea. 

A Rhenish communality has been formed, extending 
from the Alps to the maritime plain and comprising 
numerous regions, which are supplied with coal through 
the same source, using the same ports and intercommuni- 
cating one with the other, thanks to the facilities afforded 
by large-scale navigation and an intense coal traftic. 
For the same reasons, a Mosan communality will be 
established, from the Vosges to the Flemish coast. 
These two communalities, the Rhenish and the Mosan, 
joined by the Strasbourg-Nancy, Nimegue-Liége and 
Rotterdam-Antwerp transversal waterways, will 
mutually assist one another. 

The Albert Canal, which is the keystone of the whole 
system, is not only an economic instrument. It is, in 
addition, a reinforcement of the military defences of the 
Belgian frontier. It reinforces the line of the Meuse, 
suppresses the dangerous bridgehead at Maastricht and 
places an additional barrier between the plateau of the 
Ardennes and the coast. Thanks to it, Belgium is no 
longer compelled to resign itself, in the case of invasion, 
to a defensive retreat and to the organization of a 
national redoubt. It can, and will want to, defend its 
frontiers. 
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Belgium owes a great deal to its great King, Albert, 
who desired the construction of the Liége-Antwerp 
canal, so as to make his country stronger, more united 
and more prosperous. 

On July 30 next the whole of the country will 
celebrate, at Liége, the opening of the new canal and will 
render homage to the late King, by inaugurating the 
Memorial to King Albert, erected at Liége, at the source 
of the canal which bears his name. 


The Belgian Kailway System 
By M. N. Rulot 
Director-General of the Belgian National Railways Company 
N Belgium, which possesses the densest network of 
l railway lines of any country in the world, the rail- 
ways play an extremely important part in the 
economic life of the nation. 

The first railway line in Belgium was built in 1835. 
This line and all those laid down until 1842 were built 
and operated by the State. From 1842 until 1870 a 
system of railways was developed and operated by 
private companies, under concessions granted to them, 
but in 1870 pressure of public opinion obliged the State 
to initiate legislation for regaining possession of these 
railways, and in 1926 only 347 kilometres were being 
operated by private enterprise. At the present moment 
there are 10,390 kilometres of main and branch lines, 
representing 34 kilometres of track for every 100 square 
kiiometres of superficial area. The density of the popu- 
lation served being some 265 inhabitants per square 
kilometre, it has been necessary to build unusually 
numerous stations. 

Since before the Great War criticism has been 
levelled at the operation of the railways by the State. 
Public opinion, however, did not demand a return to 
operation by private enterprise, but rather that the rail- 
ways should be placed under an autonomous administra- 
tion, whereby they would be freed from _ political 
interference. Plans for an autonomous administration 
of the railways were drawn up in 1912, 1919 and 1923. 
The 1919 and 1923 projects weresubmitted to Parliament, 
and that of 1923 was even voted upon by the Chamber 
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of Representatives. These projects, however, came to 
nothing, owing to the dissolution of the Chambers. 
Afterwards, financial difficulties intervened, until in 1926 
there came the creation of the Belgian National Rail- 
ways Company, one of the most important measures 
taken by the Government to re-establish public finances 
on a sound footing. By mobilizing the assets of the 
system, a large part of the floating debt—a vulnerable 
factor in the Belgian financial situation—could be con- 
solidated. The Belgian National Railways Company 
is not an ordinary commercial company. The State 
retains a great degree of influence, but it should be noted 
that legislation has given the company as large a degree 
of autonomy as is ‘compatible with the operation of a 
great public service. The State has granted the com- 
pany the right to operate the railway system for a period 
of 75 years, from 1926 to 2001. The State retains the 
ownership and reserves the right to take over operation 
of the system again as from the year 1947, compensating 
in that event the holders of non-amortized preference 
shares and, moreover, paying the shareholders a 
premium which will vary in accordance with the period 
of reimbursement. 

Operation rights were valued at 11 milliards of francs, 
which is the capital of the company. Of this, 1 milliard 
is in inalienable shares in the name of the Belgian State 
(ro million shares of a nominal value of too francs each) 
and 10 milliards in bearer preference shares (20 million 
shares of a nominal value of 500 francs each). All these 
shares were transferred to the State as its share of the 
capital. Ordinary shares have the right to a half-share 
of the profits. Preference shares have the right to a 
fixed dividend payable by the State. This was origi- 
nally 6 per cent. but in 1935 was reduced to 4 per cent. 
for the shares issued in Belgium, whilst the shares issued 
abroad (in Holland and Switzerland) still enjoy the 
original 6 per cent. Moreover, these shares carry the 
right to an additional variable dividend fluctuating with 
the profits of the company. The Board is composed of 
twenty-one members, appointed for six years, eighteen 
of them being appointed by the King and three by the 
staff. The management consists of a Director-General, 
a Deputy Director-General and five Directors placed at 
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the head of the five main Departments, i.e. Operation, 
Rolling Stock, Permanent Way, Finance and Staff. 

In the commercial domain, the company has 
increased the number of its commercial agents both in 
Belgium and abroad. In the sphere of reorganization 
the company has increased productive work by re- 
grouping the services, improving administrative 
methods, carrying out a systematic planning for all 
works, instituting as far as is possible the chainwork 
system and also establishing a modern system of 
industrial accountancy and statistical services, etc. 

Comparisons between the years 1925 and 1937 indi- 
cate that the 1926 legislature was justified in confiding 
the industrial operation of the railway system to the 
company. Traffic figures show that there were 13,086 
million units (passenger-kilometres and tons-kilometres) 
in 1925 as compared with 12,378 million in 1937, that 
is to say, a difference of barely 5 per cent. Over the 
same period, however, the personnel has been reduced 
from 104,388 in 1925 to 79,720 in 1937, a decrease of 
24 per cent. On the other hand, the average remunera- 
tion of a railway employee, including social services, 
increased from 9,300 francs to 17,700 francs per annum. 
Expenses for salaries, wages and social charges, exclud- 
ing pensions, thus rose from 984 million to 1,419 
million. Fuel charges increased from 217 million in 
1925 to 296 in 1937, prices for fuel having increased by 
50 per cent. During this period train-kilometres run 
increased by 24 per cent., but, thanks to the measures 
adopted, coal consumption was reduced by 8 per cent. in 
1937 as compared with 1925. 

In 1937 the expenses of upkeep and renewals of the 
system had risen from 331 million in 1925 to 456 mil- 
lion, an increase of approximately 44 per cent. At the 
same time the prices of the principal materials used for 
these purposes had practically doubled. The steps 
taken to reorganize the working of the system have thus 
resulted in economies of something like frs. 700 million 
per annum, without prejudicing the efficient running or 
safety of the services. Moreover, if the State is still 
bearing the financial charges relating to the constitution 
of the system, the company bears the burden of new 
capital outlay which, up to date, has accounted for 2,300 
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million. If the company had not existed, the State 
would have had to bear, under this heading, an annual 
financial burden of something like frs. too million. For 
carrying out renewals of plant and materials the com- 
pany has created a special fund and since its inception 
has carried out renewals of plant and materials amount- 
ing to more than frs. 3,700 million. Its renewal fund 
has a credit balance of frs. 1,700 million for future 
renewals. It can definitely be stated, therefore, that the 
establishment of the company has relieved the State of a 
very considerable financial burden. 

For its part, however, the Belgian Railways Com- 
pany is now facing serious difficulties. The company 
enjoyed a number of prosperous years from 1926 to 
1930, during which period it was able to pay the State, 
as principal shareholder, profits amounting to frs. 1,155 
million. Since 1931, on the contrary, the results have 
been anything but favourable. At the end of 1938 
accumulated deficits stood at 680 million. For 1939, 
according to estimates made, the deficit will be in the 
neighbourhood of 145 million. Certainly, the general 
economic position accounts in part for this disastrous 
situation, but there are also other contributory causes, 
which are responsible for a great part of the chronic 
deficit of the railways. Although the company enjoys 
a certain measure of autonomy, it is not really free in an 
industrial sense. The staff enjoy security of employ- 
ment and their wages cannot be less than those paid by 
the State. If the expenses of the working personnel 
are for this reason practically irreducible, there is 
another item of expense, the increasing burden of which 
adversely affects the budget of the company to an 
extreme degree. The whole of the cost of the pensions 
granted to employees of the State Railway, comprising 
even those who had been retired prior to its inception, is 
borne by the company. The charge under this heading 
is approximately frs. 185 million per annum. A special 
commission, comprising representatives of the Govern- 
ment and representatives of the company, investigated 
this serious question and has recommended that the 
State should bear some portion of this burden. There 
are also other burdens which the company has inherited 
from the past. It is obliged to operate lines of secondary 
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importance at a dead loss. It must accede to reductions 
in fares imposed by the State in relation to certain cate- 
geries of passengers, and supply transportation for 
account of the public services, more especially the postal 
services, carried either at unremunerative rates or free. 

The causes, therefore, of the increase in total expendi- 
ture are numerous. Since its inception the company 
has expended from goo to 1,200 million. But an 
increase of expenditure would not, in itself, be dangerous 
if it were accompanied by a corresponding increase in 
traffic. Unfortunately, there has been no such increase. 
Traffic receipts have fallen very considerably. From 
1930 to 1937 passenger traffic has fallen from frs. 962 to 
frs. 844 million, that is by 14 per cent., of which II per 
cent. is attributable to the falling-off in traffic and 3 per 
cent. to the decrease in receipts per passenger-kilometre. 
For goods, the fall recorded is from frs. 2,546 to frs. 1,845 
million, i.e. by 27 per cent., of which 13 per cent. is due 
to the falling-off in traffic and 13 per cent. to the decrease 
in receipts per ton-kilometre, the remaining I per cent. 
being due to the decline in receipts from various 
products. 

Undoubtedly, the intensity of competition is in direct 
ratio to the unsystematic multiplication of means of 
transport. Traffic figures for 1930 and 1937 represent 
barely 50 per cent. of the present capacity of the means 
of transport which Belgium has available. Perhaps 
because it was the first in the field, the railway is 
extremely vulnerable in this competitive struggle. This 
is because, in the first place, it is always bound by laws 
dating from the time when the railway enjoyed a com- 
plete monopoly. It is compelled to publish its tariffs, 
give equal treatment to all clients, accept all kinds of 
traffic, whilst on the other hand its competitors enjoy, 
in this respect, complete freedom. Above all is it because 
the railway tariffs are based on the value of the goods 
carried. In a densely populated country, which is at 
the same time both agricultural and industrial, a pro- 
ducer and an exporter, the national interest demands 
that the greatest possible quantity of the natural 
resources of the country should be developed by its own 
national labour. This problem has been solved up to 
the present by the railroad, thanks to the application of 
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the principle: “Charge what the traffic can bear.”’ The 
competition of other means of transport is gradually 
destroying this rational and tried and proven system. 
The solution of the problem is no longer in the hands of 
the company. At the request of the board, the present 
writer has undertaken a crusade claiming for the Belgian 
railways “a square deal” similar to that demanded by 
the English lines. 

No useful purpose is served by denouncing evils if 
no remedies can be put forward. The remedies I have 
put forward at several conferences are based on an ex- 
haustive investigation into the causes of the evil, and 
these remedies should be applied on the basis of two 
plans. The first plan, of most immediate and restricted 
effect, seeks to balance the yearly budget of the com- 
pany. The Government is examining this plan at the 
moment. The second plan deals with a more complex 
problem. The measures the company hopes for from 
the Government cannot really do more than suppress 
the symptoms, whereas, of necessity, the problems must 
be tackled in such a way as to extirpate the evil root 
and branch. 

This means that the whole of the transport system— 
by water, by road and by rail, both public services and 
private enterprises—must be envisaged as a whole. Sir 
Osborne Mance, the great English transport expert, has 
expounded a similar theory and he can scarcely be 
accused of desiring the nationalization of transport. 

If we admit that the three means of transport which 
compete for traffic should be developed and enjoy as 
great a degree of freedom as is compatible with a healthy 
economy, we must also admit that it is indispensable to 
have some form of central control emanating from the 
Government which will regulate in an harmonious and 
equitable manner the obligations of each of them. If, 
from the standpoint of the general economy of the 
country, a reduction in transport rates is to serve a use- 
ful purpose, it is necessary that the following conditions 
be fulfilled :— 

tr. Commerce and industry must count on 
having stable transport rates. 

2. As far as possible transport rates should be 
uniform for all the industries of the country. 
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3. Transport rates must constitute a reasonable 
charge on the goods carried, in relation to their 
value. 

4. Carriage rates must be a charge on the goods 
carried and not on the taxpayers. 

The different categories of operators—autocar and 
bus operators, goods transporters by road and water— 
belonging to three National Federations should be free 
to choose their own executives. The qualified delegates 
of the Federations would have the same rights as the 
delegates of the railways and form with them a national 
body, the Central Co-ordination Committee. This com- 
mittee would advise the Government on_ transport 
matters and give its opinion on all schemes of extension 
or improvement of transportation ways, restrictions in 
the operation of new working stock, suppression of 
onerous competition, rational apportioning of traffic, 
modifications in laws concerning transportation, fixing 
of tariffs in such a way as to allow healthy competition. 

These proposals constitute a basis for discussion and 
are not at all intangible. Moreover, the Minister of Com- 
munications has declared that, without committing him- 
self in any way to the principles I have expounded, he 
considers them as a starting point for a serious investiga- 
tion of the problem. It is to be hoped that this 
investigation, which would meet with real good will on 
the part of the Belgian National Railways Company, 
will provide a healthy solution for the country’s grave 
transport problem. 





Road and _ Air Transport 
in Belgium 
By M. M. Castiau 


Secretary-General of the Ministry of Communications 
RoaD TRANSPORT 


INCE 1018, and particularly during the last ten 
years, road transport in Belgium has experienced 
rapid development: this has been of considerable 

detriment to the finances of our two great railway 
undertakings—the Société Nationale des chemins de fer 
Belges, operating the standard gauge (4 ft. 83 in.) 





120 THE BANKER 


system, and the Société Nationale des chemins de fer 
Vicinaux, whose narrow gauge (3 ft. 3 in.) track for the 
most part runs alongside the roads. 


From the transport point of view, Belgium is in a 
unique position. It is the most highly populated country 
in the world: it has a population density of 102 persons 
per square mile—twice as great as that of England. 
There are 3,007 miles (4,839 km.) of main line, excluding 
179 miles (288 km.) operated independently. There are 
2,988 miles (4,808 km.) of branch line, of which 2,084 
miles (3,354 km.) are worked by railcars and steam loco- 
motives, and 903 miles (1,454 km.) by electric traction. 
These lines together form the closest network of railway 
system in the whole world (0.52 miles per square mile). 


The length of paved or metalled roads—under the 
respective authorities of State, province or “ commune” 
—is 27,990 miles. The roads, whose ramifications reach 
even the smallest hamlet, constitute a very extensive 
system. During the last ten years or so public authorities 
have spent large sums on them, facilitating competition 
for transport on the part of road users to the benefit of the 
general economy of the country, but to the detriment of 
the railways, the large majority of whose capital is held 
by the State. Road competition is, moreover, facilitated 
in Belgium, because the small area of the country results 
in the average journey being small: for main line 
passengers it was only 19 miles (30.6 km.) in 1938, and 
for goods, including both international and _intra- 
national traffic, it was only 51 miles (81.6 km.). 


Road users are also favoured in their competition 
with the railways by the fact that the latter are under 
an obligation to serve the whole national territory, and 
while there may be some lines with heavy traffic, there 
are others which show a loss and will always do so. The 
omnibus and the lorry can choose their routes without 
restriction, and only choose those likely to be profitable: 
they are not under the obligation of providing transport 
at much reduced rates for a large number of passengers 
—ex-service men, invalids, school-children, workmen, 
etc. As far as goods are concerned, the lorries only 
carry those of relatively high value which would be the 
most profitable type for the railways: they leave to the 
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railways the heavy goods, minerals, coal, building 
material, which in the interests of national economy are 
carried at rates scarcely representing—and often falling 
short of—operating costs. 

The State, responsible for the maintenance of order, 
has found itself obliged since 1924 to intervene in matters 
of road transport in order to ensure the safety of the 
public and the regularity of services organized by 
private enterprise, and not, as is popularly believed, in 
order to check road transport in its competition with 
the railways. In the present era it would be useless to 
try to stem the tide of progress by artificial means. The 
sailors of the Thames did not delay the development of 
steam navigation by setting fire to the first steamer which 
made its way up their river. 

A large part of the Belgian railway system was 
destroyed during the war, and while restoration work 
was in progress vehicles of any sort were brought into 
use for the many road services which sprang into being 
to meet the public needs. Naturally the carriers chose 
the most profitable routes, which were the very routes 
previously developed by the railways. 

The equipment, often in poor condition from the 
start, soon became a real danger on the road, and some 
control quickly became indispensable. The first legis- 
lation of 1924 was not found to be sufficiently effective, 
and was re-enacted a few years later, dealing separately 
with passengers and goods. We give below a brief 
summary of the main provisions. 


Passengers. A law of the 29th August, 1931, permits 
the Société Nationale des chemins de fer Vicinaux and 
the tramway companies to establish omnibus services for 
the purpose of improving the facilities at the disposal of 
the public on their respective lines. These companies 
now run a certain number of omnibuses which either 
duplicate some of the rail facilities by following sub- 
stantially the same route, or provide terminal services. 

The principal law is that of the 21st March, 1932, 
re-enacting the legislation affecting omnibus and motor- 
coach services. By motor-coach service is understood 
one whose itinerary constitutes a closed circuit. The 
proportion of route common to the outward and inward 
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journeys must not exceed 50 per cent. of the total run: 
the passengers must be the same from the beginning to 
the end of the journey, and picking up em route is 
forbidden. 

Ten-year licences are usually issued for regular 
omnibus services, and may not in any case be valid for 
a longer period than twenty years. The local authori- 
ties of the “communes” issue licences for services 
operating entirely within their area; the provincial 
authorities, for services operating over various “com- 
munes” within the same province; the Crown, for 
services extending over more than one province. All 
licences must be confirmed within a prescribed period 
by an official order issued on the recommendation of the 
Minister of Communications. 

The railway systems in certain specified cases enjoy 
preferential rights of which they have taken considerable 
advantage. 

This law was followed by a series of official orders. 
The Government undertakes the supervision of the road 
services, including the application of approved fares and 
timetables, and of social and language laws: free travel 
and travel at reduced fares is also the subject of control. 

Equipment must conform to certain standards of 
safety and comfort. Insurance against accidents and 
third party risks is made compulsory, and must be 
effected with approved companies—those whose 
solvency the State recognizes. Periodic inspection of 
the omnibuses and their mechanism has to be made 
either by inspectors of the Ministry of Communications 
or by technicians of companies approved by the 
Ministry. Finally, the medical examination of drivers 
is the subject of special regulation, which has succes- 
sively been extended to cover all motor vehicles carrying 
persons for hire or reward, including private hire cars 
and taxis. So far, however, private cars in Belgium are 
not subject to any technical regulation : insurance is not 
yet compulsory and medical examination is not required 
for drivers of private cars. 

Many public services have been instituted in Belgium 
under the egis of these laws and regulations. At the 
31st December, 1938, the position was as follows. 
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Omnibuses Miles Km. 


Services organized by private enterprise 2,709 4,301 
Services of the Société Nationale des chemins de 
fer (leased to operating companies) S55 I,430 
Services organized by the Société Nationale des 
chemins de fer Vicinaux : 
Sundry services a 5 653 
Leased to operating comp: inies ye ,927 3,103 


? 


Services of the tramway companies... afi 2 42 


Total iif - vi 5,95: 9,589 


In addition to the above, at the end of 1938, 655 
private individuals were licensed to operate motor- 
coach services. 

Goods. A law of the 5th March, 1936, dealt with 
the carriage of goods for hire or reward: subsequent 
decrees dealt with details of application of the law. 

Traders and industrialists are allowed without restric- 
tion to carry the goods in which they do business. 
Carriers by trade are subject to licence: the latter lays 
down the limits of their field of operation, which may be, 
say, within 10 km. of the “ commune,” or within one or 
more provinces, or may extend over the entire country. 
Insurance and technical examination of lorries is com- 
pulsory. 

A special department, the “ Road Transport Office,” 
under the Ministry of Communications, issues the 
licences with due regard to general transport needs, so 
as to avoid such duplication as would be contrary to a 
well co-ordinated system. In case of dispute, the parties 
may refer to an appeal committee, by which means 
impartial treatment is assured.’ This Office also deals 
with the supervision of these road services and the 
application of social laws affecting employees. 

At the 31st December, 1938, the Office had issued 
6,469 licences affecting 10,044 vehicles, and in addition 
472 licences, affecting 862 lorries, had been given to 
foreigners. Furthermore, the Office had given out trans- 
port permits in respect of 2,359 lorries, allowing the 
owners to carry goods for hire or reward w ithin a radius 
of 6.2 miles (10 km.) from the centre of the “ commune” 
in which they operated. 

Special taxes have been imposed both on omnibuses 

L 
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and on lorries to defray the expenses of the supervisory 
organization. 


AIR TRANSPORT 


In Belgium, the State has itself undertaken the con- 
struction of aerodromes and the installation of accessory 
wireless and meteorological services. The civil air 
administration attached to the Ministry of Communica- 
tions issues pilots’ licences, provides for the technical 
examination of aeroplanes, gives certificates of registra- 
tion and airworthiness, and attends to the policing of 
aerial navigation. A technical department is engaged 
on scientific research and gives its help to private 
owners. 

There are four’ public aerodromes—Brussels 
(Haeren), Antwerp (Deurne), Ostend (Steene), and Le 
Zoute. There are also aerodromes for tourists, and 
emergency landing grounds. 

The State is not itself directly engaged in commercial 
aerial navigation. In view of the smallness of the 
national territory, flights for the most part take place 
over foreign territory, and many foreign lines use our 
public aerodromes. 

The Belgian services are run by an ad hoc organiza- 
tion created by law—the S.A.B.E.N.A. (Société anonyme 
belge pour l’exploitation de la navigation aérienne), 
founded on the 23rd May, 1923. As in every other 
country, the State grants an annual subsidy, which 
figures in the budget of the Ministry of Communications, 
and is based on the results of the company. The Belgian 
Congo also provides some financial support in respect 
of services enjoyed by the Colony. 

The Belgian State and the Colony have subscribed 
half the capital. The Ministries of Communications, 
Finance and Colonies are represented on the board by 
directors who have a power of veto in respect of any 
decision which appears to them to be contrary to the 
interests of the State or the Colony. 

The S.A.B.E.N.A. runs three distinct systems, whose 
acounts are kept separately—the European, that of the 
Belgian Congo, and that linking Belgium with the 
Congo. 


The S.A.B.E.N.A. aeroplanes travelled 2,345,880 km. 
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in 1938; their returns show for that year 13,292,130 
passenger-km., 256,306 ton-km. of goods carried, 128,204 
ton-km. of mails and 85,845 ton-km. of newspapers. 

In 1938 the Belgian aerodromes were used by 48,032 
passengers: there were recorded 11,885 local flights, 
11,900 tourists and sundry passengers, 516,267 kg. of 
mails and 1,531,351 kg. of goods. 

Aviation renders invaluable service to the Belgian 
Congo, a land of lengthy journeys by land and water, 
with an area about 80 times as great as that of Belgium. 

The line joining Belgium and the Congo is develop- 
ing rapidly, for in this case again long journeys are being 
made easy. The success of this enterprise has far sur- 
passed all expectation. At its inception at the end of 
1934, this line, instituted as the result of an agreement 
with France, had a weekly service, by way of fortnightly 
departures from Brussels of S.A.B.E.N.A. aeroplanes, 
and fortnightly departures of French Air-Afrique aero- 
planes (Madagascar route). At present the Belgian line 
alone has had to arrange two departures weekly for the 
Congo. In 1938, S.A.B.E.N.A. provided transport on 
this route for 1,113 passengers, 20,029 kg. of mail, and 
32,708 kg. of goods exclusive of luggage. 





The Belgian Congo 
By M. A. Sieben 


Director of the Belgian Colonial Office 


ELGIUM owes her African possession, the Congo 
B colony, to the initiative of King Leopold II. Only 

when the difficulties are realized of creating a 
valuable asset out of so inhospitable a part of the world 
—which, before Stanley, was but a white blank on the 
map—is it possible to grasp the vastness of the work 
achieved. Though endowed with an incomparable net- 
work of waterways, the African interior was practically 
inaccessible from the west, due to the lack of an adequate 
means of communication. The River Congo would have 
formed this ideal means if only it had not had to force 
its way across the Chrystal mountains to reach the 
ocean. For a length of 400 kilometres it is quite 
unnavigable, its waters from Léopoldville to Matadi 
rushing over a rocky bed from cataract to cataract. 
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This natural obstacle, which had discouraged all 
explorers of Central Africa since Diego Cao, in 1482, 
until Stanley arrived in 1877, prompted ‘the latter to say: 
“ Without a railway, the ‘s ongo is not worth a penny.’ 

To make possible the development of the area the 

“Compagnie du Chemin de Fer du Congo” (Congo 
Railway Company) was founded in Brussels in 1889 
while, in the meantime, administrative possession was 
taken of the vast territory. On March 16, 1808, a rail- 
way line connected Matadi (the terminus of maritime 
navigation, situated 150 kilometres from the coast) with 
Stanley-Pool. The junction with the upper river and 
its fan of navigable tributaries was thus established. 

From this date, the Congo resolutely entered the 
phase of commercial organization and the mineral 
regions of the south and north-east of the colony were 
opened up, notwithstanding the climatic obstacles which 
had to be conquered and the distance and narrowness 
of the maritime frontier. 

In spite of all these difficulties, King Leopold II, 
seconded by the first hardy pioneers and some enterpris- 
ing business-men, applied himself to the rapid equipment 
of the means of communication on the course of the 
river and to the construction of railways to replace the 
waterway where this was interrupted ‘by waterfalls or 
rapids. The products of cultivation and hunting, ivory, 
na palm-products and copal, which formed, at that 
period, the only resources of Central Africa, did not 
justify by themselves this realist policy. But the 
presence of rich runs of copper on the Katanga and of 
diamonds on the Kasai, of gold in Ituri, discovered by 
systematic prospecting in 1901, encouraged the King and 
his collaborators to persevere. Actually, the Congo has 
a total length of railway lines of over 5,000 kms. One 
must add to the length of the railway the whole river 
net above Léopoldville with its 12,000 kms. of navigable 
ways for steamers of the “ Déliverance” type, 7,331 kms. 
of which are accessible to barges of 150 tons, 5,545 to 
barges of 350 tons, and 3,135 kms. to barges of 800 
tons. 

Within the area formed by the upper river and the 
Kasai, there is a network of 70,000 kms. of roads fit to 
drive on, of which about 10,000 kms. are private roads. 
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The 57,081 kms. of public roads included, on January I, 
1938, 5,083 kms. of main roads which can be used in 
all seasons by 5-ton trucks. 

Three seaports serve as outlets for the river: Banana 
on the ocean, Boma and Matadi situated respectively 
87 and 150 kms. from the coast. The port of Boma 
offers actually 215 metres of quayside with a berthing 
of 24,000 square metres. At Matadi, where the work of 
fitting-up is always carried on, the length of straight 
quay side will be 1,082 metres. On the upper river and 
the lakes, merchandise is handled in 30 ports provided 
with quays, handling machinery and sheds. 

Concerning aerial navigation, the lines in working on 
January I, 1939, totalled 6,525 kms. in the interior of the 
colony, partly served by the combine Belgium-France- 
Congo, whose twice-weekly service is carried out 
alternatively by the Sabena and by Air-Afrique. 

There is a network of telegraph and telephone lines 
of 5,035 kms. 


If we have, until now, dwelled only upon the question 
of means of transport and communication, this is 
because it is the basis of our colonial economy, manifest- 
ing itself essentially, owing to the lack of an interior 
market, in exports and imports. 

The productive activity of the Congo is reflected 
above all in its exports. Setting aside the goods 
produced by the natives for their immediate needs and 
the low consumption of native goods by the colonists, 
all the riches of the soil and those below the soil are 
destined to be sold abroad. On the other hand, all tools, 
machinery, means of transportation, clothes and other 
goods for consumption constitute imports, the volume of 
which varies in direct proportion to the trend of business 
development. 

The statistics of the foreign trade of the colony thus 
reflect the economic situation very closely. The trend 
of the figures overleaf shows clearly that immediately 
after the war the young colony of the Belgian Congo 
took an upward swing which nothing seemed able to 
limit. Until 1930, imports as well as exports rose con- 
tinuously. But the break which followed was not less 
significant. 
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SHOWING COMMERCIAL DEVELOPMENT 
Exports Imports 


Quantities Value Quantities Value 
Year (in tons) (in 1,000 (in tons) (in 1,000 
francs) francs 
1557 <e ti 1,950 
I5gO ee ae 5,242 
1g00 .. .- 475377 
I9I3 = .. 24,614 55,187 170,802 
1920 ae .- 85,052 315,245 195,705 
1925 is .« 293,492 625,574 524,853 
1930 - ~« 340,377 511,491 712,256 
1931 oe -- 273,372 1,107,075 356,639 
1932 oc ~+ 206,290 607 ,g22 182,878 
1933 + .. 269,064 655,346 133,351 
1934 os -- 336,086 873,310 = 163,577 
1935 “es .. 398,983 1,202,943 177,570 
1930 - .. 427,271 1,789,582 212,326 
1937 a »» 595,391 2,780,995 379,950 
1935 ona = 544,962 1,597,154 312, 770 


The completion of the great railway lines ween 


a decisive influence upon the contraction of imports in 
1931. Exports in 1932 were chiefly affected by the 
crisis which considerably restricted the industrial and 
commercial activity of the colony and thereby the ai 
chasing power of natives and colonists. 

Exports declined in the same manner from 10931, 
especially in value, on account of the fall in the price 
of raw materials on the world markets. All the same, 
production capacity does not seem to have suffered from 
this depreciation, as the tonnage exported was already 
increasing from the end of 1932. 

The quick recovery in the colony’s foreign trade after 
the crisis and the resistance shown in 1938 to the influ- 
ence of the unfavourable world market conditions are 
comforting indicatio:is of a healthy economy and of 
the flexibility acquired during the period of adaptation 
of the lean years. 

Concentration on a narrow range of products, 
characteristic of many a colonial economy, nevertheless 
continues to render the Belgian Congo very vulnerable. 
The extreme sensitivity of the market for mineral raw 
materials profoundly affects the industrial activity of 
Belgian Congo, for, although production is regulated by 
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international cartels, mining products still represented 
64 per cent. by value of the total exports of the colony 


for 1938. 
Below are some figures of mineral output for 1938 :— 


Pit coal Zs an .. Tons 42,700 against 36,500 in 1937 
Copper ore a ee a ,, 150,600 a 124,000 
Cassiterite ask ne acai Be II,150 = 12,000 
Manganese ore a a ‘6 7,500 _ 31,000 
Zinc ore an ce a re 5,000 7 7,900 
Lead ore ‘ ae ses a 8,400 se 8,400 
Fine gold a a .. kgs. 12,860 e 12,500 
Silver a re ae js 70,600 = g2,100 
Diamonds (exports) .. .. Carat 5,759 iM 5,060 


The industrial activity of the colony was likewise 
increased considerably, particularly in the production 
of chemical products (notably 12,000 tons of sulphuric 
acid), of cement (25,000 tons), beer (20,000 hectolitres), 
sugar (14,000 tons), soap (4,000 tons), electric power (220 
million kw. hours) and cotton fabrics (12 million metres). 
Meanwhile, for some years past the Belgian Congo 
has to an increasing extent been freeing itself from 
exclusive dependence on mineral production by rapidly 
increasing agriculture and stock-breeding. The list of 
exportable products is growing year by year. To palm 
nuts have been added successively : coffee, cocoa, rice, 
maize, cotton, sesame, ground nuts, textile fibres, castor 
oil, sugar, manioc, fresh fruit, tobacco, scent plants and 
so forth. 
The chief agricultural exports in 1938 are enumerated 
as follows :— 
Tons 
Palm nuts... a - ‘ 88,700 
Palm oil as +r mi os 70,250 
Cotton fibre .. - “A oe 42,000 
Maize .. ae ik ne me 23,750 
Coffee .. a ae =a a 19,000 
Manioc flour . . is a ae 3,600 
Ground nuts .. ie zs ees 7,600 
Jute .. ae “a a a 2,900 
Rice .. ae ee cA a 1,500 
Cocoa .. a nk - sna 1,400 
Rubber sa a“, 1,150 


Leopold II predicted the three phases which in his view 
would mark the economic development of the Congo: 
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first, rough crops,* then mines, and lastly a developed 
agriculture.* 

If we have resolutely entered the era of agriculture 
the programme for this has been mapped out by the 
present king, Leopold III, in a resounding speech which 
he made while still Duke of Brabant after his voyage to 
the Congo in 1933, a programme which will be fulfilled 
by the native farmers and the European colonists. 


Holidays in Belgium 
By M. P. Bourguignon 


Manager of the Belgian National Tourist Office 


HE visitor to Belgium may well be surprised to 
find within so small a country such a great 
variety of scenery. In the first place, there is 
the vast stretch of sea coast, then the plains of Flanders 
extending along the banks of the canals. In the im- 
mediate neighbourhood we find the Campine, a some- 
what barren district covered with heather and dotted 
with pine-trees and brooks. Next comes the Brabant, 
with its fertile soil. Here the undulating nature of the 
country itself indicates the proximity of the picturesque 
and charming Ardennes. 

Thanks to the direct and rapid communications with 
other countries, to ‘the network of railways and _first- 
class roads and to an excellent tourist organization and 
impeccable hotels, a visit to hospitable Belgium is both 
agreeable and enjoyable. 


THE ART CITIES 

As the home of the Flemish masters, Belgium 
possesses a wealth of artistic beauties, which make a visit 
to many of her cities specially worth while. Thus 
Bruges, near the coast, raises the square tower of its 
belfry high in the sky and the massive spires of the 
churches of Notre-Dame and St. Sauveur tower over 
the innumerable roofs clustered together among the 
verdant network of the picturesque canals. In its 
museums will be seen matchless paintings of the most 


* There is some doubt left concerning the delimitation between 
cueillette and agriculture—as cueillette means crops. 
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famous Flemish masters. Ghent is noteworthy for its 
quays lined with century-old houses, its churches and 
convents or beguinages, its imposing, fortified castle of 
the Counts of Flanders and its wonderful museums over- 
flowing with masterpieces of art and historical associa- 
tions. Antwerp is rightly proud of its cathedral of 
Notre-Dame, the gigantic blocks of its sky-scraper, a 
splendid specimen of modern technique, and of its two 
tunnels under the river. At Brussels the impressive 
structure of the Law Courts stands out in striking con- 
trast to the delicate profile of the Town Hall overlooking 
the Grand’place, which is surrounded by the beautifully 
decorated Guildhalls. The Royal Palace faces a pleasant 
park. Not far away lies the new district known as the 
Centenaire, where the International Exhibition of 1935 
was held and where the Brussels International Industries 
Fair takes place every year. Malines, with its streets 
stretching out fanwise from the shadow of Saint- 
Rombaut’s Cathedral, must not be forgotten, nor 
Louvain with its splendid Town Hall, and Lierre with 
its Zimmer Tower, in which will be seen the astronomical 
clock with seventy-two dials, a unique product of the 
clock-maker’s genius. 

In Wallonia there is Liége, sloping down from the 
surrounding hills to the Meuse, with its steeples and 
cupolas, and the picturesque courtyard of the Prince 
Bishops’ Palace, where the magnificence of former times 
seems to be revived. An International Nautical Exhibi- 
tion is being held there this year. Then there is Tournai, 
“The Royal City,” with its cathedral, its aristocratic 
houses, its folklore and archeological riches and its art 
galleries. Many other towns could be mentioned, but 
these sufficiently indicate the varied attractions that 
Belgium has to offer. 


THE COAST 

The Belgian coast, with its band of beautifully soft 
sand, stretches from France to Holland. La Panne, a 
family resort, is first reached after the French frontier, 
then Koksijde, followed by fashionable Westende and 
Middelkerke with their hotels, villas, casinos, and 
churches. Then comes Ostend, the “ Queen of Watering 
Places,” with its world-famous Kursaal, its parade 
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bordered by large hotels and elegant private houses, its 
picturesque fishing harbour and the charming Welling- 
ton Racecourse. The chain of resorts continues, offering 
holiday-makers equal comforts and amenities although 
varying in scenery and recreative pursuits. In succes- 
sion come Breedene, Le Cog, and Wenduine, with 
dainty cottages dotted here and there on the slopes of 
the dunes. Blankenberge, offering every variety of 
sports and amusements during the summer season, Zee- 
brugge and Heist with their fishing villages and their 
mementos of the War, and lastly, at the end of pretty 
avenues, appear the villas of Albert-Plage, Knokke and 
Le Zoute. 

From year to year the charm and comfort of these 
seaside resorts are improved, every kind of sport is 
catered for and sea trips are arranged. Communications 
between France, England and Holland are easy and 
rapid. Numerous excursions are arranged to the 
ancient and artistic towns of Bruges and of Western 
Flanders, to Nieuport, Furnes, Dixmude, Damme, 
Poperinghe, Courtrai, Ypres and the Menin Gate 
Memorial, the hills of Flanders, and the battlefields. 


THE ARDENNES 

The Ardennes is one of the most picturesque districts 
of Belgium. Beginning from the banks of the Meuse, 
it covers a part of the Provinces of Namur and Liége 
and the whole of the mountainous Province of Luxem- 
burg. Bypaths, accessible only to pedestrians, penetrate 
into the heart of the forests and lead over the mountain 
ridges. Associations for the encouragement of travel 
have fully mapped out these paths, so that the tourist 
can pick out his route with confidence and without fear 
of undue fatigue. Many rivers and streams abound in 
fish, principally trout and crayfish. 

The visitor may be assured of a pleasant reception in 
all the principal towns of the region, amongst which 
may be mentioned Dinant, Namur, Huy, Malmédy, 
Stavelet, Bouillon, La Roche, St. Hubert and Arlon. 
Spa, universally known, offers visitors all the attractions 
found in a big town, a magnificent casino, concerts, 
festivals and carnivals and above all the beneficial 
properties of its water and baths. 








